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THE PRINCIPLES OF GOVERNMENT CON- 
TROL OF BUSINESS 


Annual Address of the President 
JEREMIAH W. JENKS 


The circumstances of the present financial crisis 
(1907) have emphasized the importance of the much 
debated question of the relation of government to busi- 
-ness. A few months ago the President of the United 
States was in many quarters enthusiastically praised for 
his assertion of the power of the federal government to 
make business men and corporations amenable to law. A 
few weeks ago the voices of most of these acclaimers were 
silent in doubt, while another group of people, on account 
of these same assertions, were declaiming vigorously 
against the President as the immediate cause of the panic. 
The question has likewise arisen in our different states in 
connection with the Government control of insurance 
companies, of savings barks, and other business corpora- 
tions, some of these of amore or less philanthropic nature, 
while, besides the socialists, thousands of our most unsel- 
fishly patriotic citizens have urged upon the public the de- 
sirability of municipal ownership and management of the 
water works, lighting plants, street railways and other 
so-called public service industries. 

It seems a fit time to inquire whether any fundamental 
principles in connection with this question can be recog- 
nized as having some permanent application. If there 


are such principles, they must naturally be found in the 
1 
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nature of government and in that of business. A brief 
review of so broad and complicated a question, even 
though it contains little that is new, may still be useful in 
bringing together some old and well-worn but perhaps 
partly forgotten truths that may prove suggestive. In 
making the attempt in the very brief period of time 
allotted, I shall not argue points; I shall simply state 
them as settled, even though I am aware that the state- 
ment is debatable. It is often perhaps as great a service 
to state a question for discussion as to argue it. 


THE AUTHORITY AND CONTROL OF GOVERNMENT 
NECESSARY. 


2. In all civilized states, whether government be per- 
sonal or popular, a fundamental condition of political sta- 
bility and of social and economic prosperity is that under 
the constitution and customs of the country, so far as the 
individual members of society need control, they must be 
controlled by government and the government must direct 
these activities of the citizens as it thinks best. In a de- 
mocracy, and it is chiefly of a democracy that I shall 
speak, if the people think that the views or the acts of 
their representatives, either in the legislatures, in the 
courts, or in the executive chair, are wrong, they may 
endeavor to secure a change of the law or a change in the 
personnel of their rulers; but in either event, the law, 
while it stands, must rule, and the office-holders actually 
in power must use their discretion. The interests of the 
people, of course, should be safeguarded, and in the long 
run, if the people have judgment, they will be safeguarded ; 
but in any event there cannot be business success without 
stable government. The doings of the people in cases 
where the government acts, must be through the hands of 
officials and these acts must be put into effect in the man- 
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ner and in the degree that the officials for the time being 
think best. The only legal right that the citizens have, 
so far as government activity goes, is that of having 
their will carried out through their officials. 


IMPRACTICABILITY OF THEORY OF NATURAL RIGHTS. 


3. Large numbers of our people find a basis for argu- 
ment and apparently much personal comfort in a discus- 
sion of their “natural rights”, as if they had rights 
opposed to the legal rights given them by the state. Such 
an expression is, of course, an excellent talking point as 
a basis for argument to convince people, and perhaps 
through them to change the opinion of the government as 
‘to what ought to be done. But, as an immediate principle 
to direct governmental action, the theory of natural rights, 
as interpreted by the individual beyond what is laid 
down in law, is a vagary of enthusiasts, a breeder of fa- 
natacism; and it is harmful, because it turns aside from 
practical means the minds of many of our most unselfish, 
high-minded, public-spirited citizens. The only sound 
basis for advocating a change in governmental policies 
is that the welfare of society will be improved by the 
change advocated. Let all arguments for social reform 
be made on this basis; let the weight of argument show 
the practicability of securing the desired benefit ; convert 
thereby as many of the citizens as possible; thus you 
may convert the government. The whole question of 
governmental activity in business matters is not one of 
the “natural right” of an individual as against his govern- 
ment or against his fellow citizens; it is one of the 
thoughtful judgment of the few men who are directing 
the affairs of political society as to the practicable means 
for doing their duty under the powers laid down in the 
constitution and laws. 
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CITIZENS MUST RECOGNIZE THE AUTHORITY OF 
GOVERN MENT. 


4. Too little emphasis is often laid upon the import- 
ance of having fixed in the minds of the citizens of every 
country the fundamental principle that the only way in 
which citizens can act politically on any social question is 
through the government. There exists of course the so- 
called right of revolution, but this may be ignored as 
foolishly impracticable in this connection. In all coun- 
tries, though most easily in a democracy, the will of the 
citizens may comparatively easily be brought to expression 
if people are thoughtful and active, and not one proposed 
reform in a thousand is important enough in its effect 
upon the welfare of the citizens to justify any setting 
aside of the authority of government for its accomplish- 
ment. People sometimes foolishly, on account of the 
slowness of governmental action or the corruption of a 
few government officials, apparently despair of the suc- 
cess of popular government. How many times within 
the last ten years we have heard wild talk about the 
ownership of our government by the moneyed classes, 
and of the impossibility of having a wealthy malefactor 
brought to justice. Some of our late governmental ac- 
tions, such as the judicial decision in the Northern Se- 
curities case, the investigation of the insurance companies 
in New York, and the exposure of the Trusts by the 
Bureau of Corporations, have been chiefly valuable, not 
for their immediate results, but for showing the public 
clearly and conclusively the very simple but all important 
truth that government can and does rule. How far then 
the government of any state shall control business and 
business men and in what manner, is a matter within the 
determination of the government itself, keeping always 
the welfare of the citizens in view. 
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GOVERNMENT CONTROL WILL VARY UNDER INFLUENCES 
OF VARIOUS KINDS. 


5. The extent and method of its control of industry 
will vary in different countries and under differing cir- 
cumstances. There can be no general rule laid down but 
this: The action of the government ought to be based on 
the special circumstances of each individual case. All 
comparative studies of the experiences of different coun- 
tries in different lines of industry can be only suggestive. 
For the settlement of any such question, however, various 
factors will always be found which must be taken into 
careful consideration. 


POLITICAL CONDITIONS AFFECT CONTROL. 


a. The political circumstances of the country, deter- 
mined quite possibly by geographical considerations, will 
often be a dominating factor. Germany, for example, is 
so situated geographically between France and Russia 
that, in order to be certain that it can maintain its inde- 
pendent existence under threatening circumstances, it 
must be prepared to concentrate its military power in over- 
whelming force with the greatest rapidity at the shortest 
notice. Under such circumstances, considering modern 
methods of warfare, its railroads should be built pri- 
marily to serve promptly its military needs, although, of 
course, its network of lines will probably in the long run 
serve this need best if it also serve well economic ends. 
Likewise the management of these roads must be such 
that the government without materially lessening their 
efficiency, can take immediate control and direct the traffic 
to military ends with little loss of energy. The govern- 
ment of Germany then must so control its railways as to 
keep them always in readiness for war. It must own and 
manage them, even though in so doing it were to weaken 
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their economic efficiency. A similar line of argument, 
altho entirely different in detail, might well apply to Rus- 
sia, to France and to many other countries, while it would 
have application in only a slight degree to Canada, to 
Brazil, or to the United States. 





CONTROL ULTIMATELY NOT A MATTER OF LAW, BUT OF 
ECONOMICS AND POLITICS. 


b. The question has of late often been discussed, 
sometimes in a rather heated way, whether the control 
of the railways of the United States should be state or 
federal, and in what degree our cities should, of their 
own motion, control their lighting plants, and the an- 
swers to these questions have often been sought along 
the line of legal precedent. The question is ultimately 
not one of law, but of economics and politics. Consider- 
ing our form of government, a court decision of fifty 
years ago may, to be sure, for the present, be a determin- 
ing factor; but in the long run, such a question is not to 
be answered by legal precedent ; it is a matter of economic 
and political benefit. As the decades pass by, indus- 
trial inventions and economic conditions bring about 
changes so important that our legislatures and our courts 
are gradually forced to recognize them. The clause in 
the Constitution of the United States concerning com- 
merce between the States, in the minds of the members 
of the Constitutional Convention of 1787, referred to 
local tariffs, to commerce on a small scale by water, or to 
petty traffic in wagons over state boundary lines. If our 
Constitution is to do its work, it must gradually have its 
meaning adapted by Congress and the courts to new con- 
ditions as they arise, and no technical interpretation in a 
judicial decision can ultimately stand against the interests 
of the community as they are affected by economic 
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changes. Our courts declare the law, it is true, but in 
declaring the law, they must keep in mind the fact that 
the intention of prime importance in the minds of our 
forefathers was the welfare of the people throughout the 
coming generations ; and they will not rigidly insist upon 
an unchanging application of old words to new condi- 
tions. The Courts will of course be slow and careful 
in their adaptations of laws to new conditions, but even- 
tually the conditions will force the reasonable interpre- 
tation. Some people are of the opinion that our Courts 
of last resort would be strengthened in this kind of work 
if one or two members were men trained primarily not in 
law but in the principles of business. The suggestion is 
worth careful consideration. In the discussion of such 
questions as these just asked, therefore, the point chiefly 
to be kept in mind is this: Are the local and state gov- 
ernments so organized that they can meet the new eco- 
nomic conditions? We need not now inquire what specific 
conditions the founders of our government had in mind 
when they wrote the Constitution, with the added thought, 
perhaps, that we must, so far as possible, attempt to hold 
ourselves back to the conditions of a century ago. With 
present conditions in mind, federal control of interstate 
railroads seems the only reasonable control. 


CONTROL DETERMINED BY PEOPLE’S ECONOMIC HABITS 
AND CHARACTER. 


c. We must keep continually in mind also as important 
factors, determining the extent and nature of govern- 
ment control, the character and industrial habits and 
temper of the people. If the citizens of a country are 
ignorant, unenterprising, poor, weak, they will have little 
initiative and the government must take into its own 
hands the organization, financing and management of 
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important industrial enterprises until the people can them- 
selves be trained by observation and gradually increasing 
experience to undertake them. It may be that in many 
instances, the government which thus controls and directs 
large industrial enterprises, and which should act for the 
benefit of the people as a whole, will be corrupt, and that 
considerable profits, even great fortunes, will be turned 
into the pockets of the corrupt officials. But even grant- 
ing that this may be done (for I wish to blink no truth, 
however unseemly), the evil is probably only temporary 
and one that is perhaps in some countries almost to be 
expected. Even under the most adverse circumstances 
the benefit to the people from the industries and from the 
training which they get along industrial and political lines 
will in all probability bring them further forward in civil- 
ization and will enable them sooner to get both the honest 
control and the economic benefit than if the undertaking 
of the enterprise were delayed until among the people 
themselves were found men with the initiative and the 
capital to direct a great industrial enterprise, like, for 
example, the building of the Assouan dam in Egypt or 
the Trans-Siberian railway, or the Panama Canal. 

On the other hand, if the people are intelligent, en- 
terprising, wealthy, in very many instances they will 
develop the industries of a country without political dan- 
ger far more rapidly by themselves under merely slight 
governmental supervision than such enterprises could 
possibly be developed by the government itself. 


BY PEOPLE'S HABITS OF POLITICAL INDEPENDENCE OR 
SUBSERVIENCE. 


d. Again, if a people have been for generations under 
rigid governmental control, being used to dictation and 
subservience, the government management becomes both 
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easier and more necessary, while a people that is alert, 
ambitious, and used to self-direction, will, in general, 
prefer to do its own work and can successfully do it. 


BY NATURE OF INDUSTRIES CONCERNED: THOSE CON- 
NECTED WITH GOVERNMENT. 


e. 1. The character of the industry, too, affects strongly 
the extent and nature of governmental control over it. 
Certain industries are so closely associated with the gov- 
ernment that is it practically essential that the government 
manage them. The necessity of careful and rapid trans- 
mission of intelligence on government business led gov- 
ernments, even in ancient times, to establish post roads 
and relays of messengers by whom orders could be sent 
from the central government to outlying provinces. 
Gradually out of this necessity of government has grown 
our post-office system which seems now to exist primarily 
for the conduct of private business; but if, as at times 
has been suggested, the post-office business were to be 
put into private hands, the government would still need to 
exercise control so rigid that ifs own messages would 
certainly be carried promptly and secretly. For similar 
reasons governments as a rule erect their own forts, 
maintain their own arsenals, and usually build their own 
warships. Entirely aside from the question of relative 
cost, most governments will prefer to build their own 
war-ships ; and even where this is not done in their own 
yards, the government control must be absolute. 


THOSE OF PRIME IMPORTANCE TO THE PEOPLE. 


e.2. Even some industries that are not practically a 
part of the government’s business, may yet be of so 
fundamental concern to practically all citizens that it 
would be considered dangerous to leave them in private 
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hands, provided the individuals concerned could make of 
the business a matter of personal profit. For this reason 
the coinage of money is considered a function of sove- 
reignty. Banks are put more strictly than most other lines 
of industry under government control. In our own coun- 
try, since education is looked upon as the foundation of 
good government, our schools have become public schools 
and the element of personal profit has been almost entirely 
eliminated from our educational system. It may seem 
odd to class schools with industries, but some schools, I 
fear, grind out graduates for profit. Still schools run 
for private profit now occupy a very subordinate posi- 
tion and are to be considered only as supplementary to 
our public schools for the benefit of those who have 
liberal means of support. The extension of our post- 
office facilities into remote country districts, where the 
receipts do not nearly cover expenses, is justified on the 
same grounds. The cheap and rapid transmission of 
information, as a means of education, must be carried 
even into districts where a private corporation could not 
afford to do the work. 


THOSE REQUIRING GREAT CAPITAL WITH RETURNS LONG 
DELAYED. 


e.3. In earlier times, before the financial resources of 
the leading countries were so great, and before the cnr- 
poration as a method of business organization had become 
common, all enterprises requiring great capital had to be 
in the hands of the government in order that the re- 
sources of the country could be tapped by taxation to 
undertake them. Under modern conditions in Europe 
and America this is no longer necessary, but wherever 
the returns from the investment are only remote, govern- 
ments still sometimes need to undertake such enterprises. 
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Several of the most important governmental activities in 
the United States to-day, although industrial in nature, 
are of this type, especially those which relate to the 
development and conservation of our national resources. 
Foremost in the public eye is the Panama Canal; but of 
scarcely less importance are the noble plans of the present 
administration for the development of our great inland 
water-ways, the bringing under cultivation through irri- 
gation of vast tracts of territory otherwise arid and 
useless, the reclamation of swamps and bayous through 
the building of levees and drainage ditches, and the 
rapidly developing movement for the conservation and 
eventually the profitable cultivation of our forests. All 
these entérprise’ are of such a nature that, although they 
are fundamentally industrial and ultimately enormously 
profitable, the government, to protect the interests of 
coming generations, must exercise immediate control and 
in most cases must carry on the industry as a government 
enterprise. Most of these colossal undertakings, however, 
are of such a nature that the larger part of the direct 
work can be done, if necessary, through the aid of private 
corporations, the government retaining ownership and 
exercising control in the careful inspection and super- 
vision of contracts. 


THOSE MENTIONED BY JEVONS: MONOPOLISTIC, SIMPLE, 
PUBLIC, NEEDING LITTLE CAPITAL. 


e.4. It has been the usual experience that wherever 
the element of private profit enters into the management 
of industry, the work of administration is likely to be 
more efficient and the cost of production decidedly les- 
sened, so that we need to note what kinds of industries 
may be managed by the government with least waste. In 
1867, in his address before the Manchester Statistical So- 
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ciety, defending the direct management of certain lines of 
business by the state, Professor Jevons laid down in his 
suggestive way the following principles concerning the 
industries, and the only industries, he thought, which 
could wisely be managed by the state: 

1. Where numberless widespread operations can only 
be efficiently connected, united and co-ordinated, in a 
single and extensive government system. 

2. Where the operations possess an invariable routine- 
like character. 

3. Where they are performed under the public eye or 
for the service of individuals, who will immediately de- 
tect and expose any failure or laxity. 

4. Where there is but little capital expenditure, so that 
each year’s revenue and expense account shall represent, 
with sufficient accuracy, the real commercial conditions of 
the department. 

The post-office is perhaps the best example of such an 
industry. Professor Jevons thought these principles ap- 
plied fairly well to the telegraph and parcels post, but 
not to railways. As-applied to England thirty years ago 
his opinion was probably sound. The experience of the 
last few years would probably permit in several countries 
some extension of these principles; but they are still 
extremely suggestive and useful in testing industries 
which the government contemplates managing. 


GREAT EXECUTIVE TALENT BEST PAID BY PRIVATE 
COMPANIES. 


6. The success of all great industrial enterprises de- 
pends largely upon the executive head—he must be inter- 
ested and be as intelligent and as skilful as possible. 
Such men must ordinarily be chosen only for the sake 
of the business itself. The experience of centuries has 
shown that, take it by and large, the motive of self- 
interest is the one that can best be counted upon to 
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secure the best executive talent. Under our present stage 
of civilization private corporations will give higher pay 
and better facilities for individual initiative and skill in 
work than is possible for the State in the present condition 
of public opinion. It is generally conceded here as well 
as in England that lawyers and captains of industry 
receive far greater rewards in private life than in public. 
Some striking examples have been afforded in recent 
years by the men who abandoned the greatest engineering 
enterprise of the present century, the Panama Canal, in 
order to enter the service of private corporations. 


BUT MEN SERVE ALSO FROM SENSE OF DUTY. 


And yet, on the other hand, the attractiveness of public 
service for its own sake and for the sake of the distinc- 
tion of office or from the sense of patriotic duty, is like- 
wise not wanting. Men now in the Cabinet, on the bench 
of the Supreme Court of the United States and in the 
Courts of Appeal in our states, have sacrificed tens and 
scores of thousands of dollars a year to enter the public 
service. Every person of wide acquaintance can mention 
instances from among his own list of friends. It is per- 
haps most usual to find instances of devotion to public 
service among men who have been especially trained for 
that, as in our officers in the army and navy. The only 
possibility of special reward for men of this type is the 
added reputation of doing excellent work in a position of 
great responsibility and the consciousness of duty well 
done. The spirit inculcated at Annapolis and West 
Point stands ready to sacrifice self if necessary for the 
sake of duty. I am glad to say that I have found not a 
little of this same spirit of devotion to duty in the civil 
service. I think it is rapidly extending and that this will 
soon materially affect our government work. On the 
other hard, men trained to rigid unquestioning obedience, 
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whose entire life is placed at the disposal of their supe- 
riors from day to day, are, I think, likely to lack some- 
what in the personal initiative demanded of those whose 
way from obscurity to success must be fought through 
stern competition. In private management of business 
the weak are ruthlessly cut out, the strong move forward. 
In public life men are much more likely to receive posi- 
tions through political pressure or through a type of 
examination that does not give the best test of efficiency, 
or through routine work and length of service. For 
these reasons we ordinarily expect to find, and experience 
shows that the expectation is well-founded, that enter- 
prises will generally be carried through more promptly 
and with less expense in the hands of private managers 
than under public management. 


ATTITUDE TOWARDS SOCIALISM. 


7. These circumstances indicate clearly the wise atti- 


tude toward socialism, if by socialism we mean the policy 
of taking into the hands of the state for ownership and 
management the capitalistic industries. Possibly such a 
policy may be best in some ages and climes; such a policy, 
however, could be successful in modern industry only 
by a change of human attributes or of social conditions 
so great as to be practically revolutionary. An avaricious 
man is not likely to become public-spirited in office; he 
will rather prostitute his office to personal gain. 

We need not, however, be frightened by a name. It 
may well be, that, under certain circumstances, a city may 
find it wise to own and manage its water works and its 
Street railways; under other circumstances for special 
reasons, usually political, a state must administer its 
railway system; again, a great manufacturing enterprise 
or a gigantic work of. public betterment may wisely be 
carried through by the state. Experience, however, in 
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various ways and under differing circumstances will 
show that for the present at any rate such instances are, 
relatively speaking, rare. Wherever it is made clearly 
probable that the policy of public management is wise, it 
should be adopted; but it would be unwise to declare off- 
hand that all capitalistic enterprises at any time in any 
future, however remote, can best be managed by the 
state. It is unsound even to put that forward as a 
desirable end. The end looked for is the welfare of the 
citizens. Wherever and whenever that can best be se- 
cured by public ownership and management there can be 
no objection to such form of enterprise. Under present 
conditions such a policy is relatively seldom wise, for 
both economic and political reasons. The burden of 
proof in each case rests upon those advocating it. 


AND TOWARDS ANARCHY. 

The other extreme of governmental policy, scientific 

anarchy, or the practical abandonment of all govern- 

mental control, is still less often possible; but we may 

freely concede that either socialism or scientific anarchism 
in special ages and in special countries might be wise. 


CONTROL BY COMMISSIONS OR INSPECTORS. 


8. Less rigid and less difficult than direct management 
is the control that governments may have in connection 
with the system of private enterprise. A legislature or 
the executive may lay down fixed rules for certain lines . 
of industry, and a commission or an inspector may apply 
these rules in special cases. We have in many states 
railway commissions and bank inspectors whose work is 
largely judicial in nature. This kind of work does not 
demand so ambitious a talent, nor a talent so high-priced, 
although the judicial gift is no less useful to the public, 
and possibly no less rare than those of the captains of 
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industry. Even, therefore, where it seems best to aban- 
don the idea of direct public management of industry, 
it is well within the power of the government and may 
much more frequently be found advisable to adopt a 
system of rigid public control. 


EFFECTS OF GOVERNMENTAL MANAGEMENT UPON TIE 
PEOPLE. 


9. Of vastly more importance than the immediate 
ecomonic result, whether good or ill, of the government 
management of industry, are the indirect effects upon 
the témper and intelligence and development of the peo- 
ple. The effects of government activity in industry are 
some of them good, some bad. It is desirable to discrim- 
inate carefully, and in determining a government’s policy 
to perform so far as possible only acts that will have a 
good effect upon the people. 


IT MAY SET AN EXAMPLE TO PRIVATE ESTABLISH MENTS. 


As has already been explained, the government activity 
in behalf of the general welfare can at times be carried 
out on lines impossible for a private company. It is pos- 
sible for the government, if necessary, to support an 
industry in part by taxation, as, in order to increase the 
general intelligence, we in part support our post-office. 
For the same end the Government may in certain lines 
make experiments, industrial as well as political. With 
careful regard for cost of work and justice to the tax- 
payer the Government in its industrial enterprises should 
lead and educate public opinion in promoting the welfare 
of society. In ail government enterprises, a standard of 
excellence should be set in the quality of work done, in 
the conditions of work of the laborers, in strictness of 
accounting, in upright management. 
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IT SHOULD FIX LIMITS OF COMPETITION. 


It may sometimes be desirable, in order that the benefits 
of private enterprise may be secured without giving to 
private corporations the unreasonable profits which under 
certain monopolistic circumstances they might be able to 
secure, that the government compete directly with private 
enterprise in order to hold prices within reasonable bounds. 
It might become best for the post-office, for example, to 
extend its parcel post in competition with the express 
companies. Ordinarily, however, the government can 
best direct the private management of public enterprises 
through inspection and supervision rather than by direct 
competition. We must recognize the fact that competi- 
tion affords on the whole the best stimulus to effort, to 
originality of thought, and to the development of per- 
sonality in enterprise. The government may thus, as 
already intimated, speaking generally, secure the public 
welfare best by encouraging private enterprise, simply 
fixing the limits of competition within standards of 
honesty and efficiency of service. This principle of 
competition, too, it should be recognized, is found not 
merely in business where the reward is money profit, but 
likewise in all other fields of endeavor, where the reward 
may be fame or merely a spirit of self-satisfaction over 
good work well dc’ :. There is competition in football, 
even in philanthropy, as well as in money making. The 
government should simply see to it that the competition 
in all directions is kept within fair and just limits. 


THE GOVERNMENT CANNOT ESCAPE THE RESPONSIBILITY 
OF CONTROL. 


10. Whether the government will or no, it cannot 
throw off the responsibility of supervision and control 
over such industrial enterprises as we have considered, 
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and it seems certain that, unless business men learn to 
recognize more fully their obligations to the general pub- 
lic, the government must extend the range of its control. 


IT MUST EXTEND ITS CONTROL UNLESS BUSINESS 
PRACTICE CHANGES, 


11. Many of the business men of the country do not 
yet fully recognize their obligations to the public, nor do 
they see clearly the fiduciary character of their business. 
They are trustees for the public in no small degree. 
They excuse themselves for many acts inimical to the in- 
terests of the public on the ground that they may prove 
beneficial to their stockholders—and this in all good 
faith. With the increase in the size and complexity of 
business organizations, however, the principle of caveat 
emptor ought not to be made to apply in general. The 
common man cannot care for his own interests. A de- 
positor in a bank, for example, cannot of himself judge 
the risks he is taking. If the banker will not carefully 
protect his depositor, the Government should compel him 
to do so by more rigid control. 


RELATION OF THE PANIC TO GOVERNMENT CONTROL. 


The fact is that the late widespread suspension of cash 
payments throughout the country, disguised somewhat by 
the use of clearing house certificates and other devices, 
and by the fact that bank notes were safe, is a public 
calamity due less to the activity of any government official 
than to the need of more rigid government control. Fail- 
ure to honor a check in cash is enough of the nature of 
failure to redeem a bank note so that such an act ought 
not to be passed over lightly. Our bankers, in order to 
pay high returns to their stockholders, had in some in- 
stances gone much beyond the limit of safety in reducing 
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their reserves. They had too often resorted to practices 
doubtful for a fiduciary business; they had counted de- 
posits in other banks as part of their own resources, a 
practice which, though legal, is of doubtful wisdom, and 
when the storm came, each looking to his own need (with 
the exception of some of the larger establishments whose 
own close relations with the market compelled action), 
got what cash he could and retained it in his vaults, thus 
increasing the tension of the stringency. Unless the 
bankers can devise better plans than they now practice 
for checking the reckless among their fellows and heart- 
ening the over-cautious, the Government must play a 
more active part in control. I do not mean that the 
Treasury is to be more active in an emergency. The 
government must do more to prevent the emergency’s 
arising. And this principle applies, not only to banks, but 
with greater emphasis to all great companies, railroads 
and trusts, whose stocks are at the mercy of the directors, 
and the prices of whose products within rather broad 
limits are only slightly regulated by competition. What 
does a stockholder in a great corporation like the Ameri- 
can Tobacco Co., or the American Sugar Refining Co., or 
the Standard Oil Co., or any of the 50 largest Trust com- 
panies, know of the real value of his holdings and of what 
may be done within three months to increase or lower the 
value? And what does the public know of the measures 
that may be taken to increase or lower the prices which 
the grocers must pay the manufacturing companies for 
their goods? Business men in these important positions 
will in time learn their duty toward the public, but prob- 
ably the Government must lead the way. The change 
from small industrial conditions to large has come so 
swiftly that the business men in most cases are not mo- 
rally to blame for their lack of adjustment to new con- 
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ditions, but they will be blameworthy, if they delay, and 
the Government does well to stimulate their activity. 


SUMMARY. 


12. It would be beyond my purpose at the present time 
to apply these general principles to specific cases in the 
United States, and to give my opinion as to exact rules 
that the Government should lay down or as to the 
industries which the public should own or control. I 
consider only a few general principles. This much may 
be said in summary. In the discussion of such questions 
as public control of public service corporations we ought 
not to be swayed at all by the fear that we shall be called 
either socialists or scientific anarchists. We should re- 
cognize that there is much truth in the teachings of those 
who advocate government ownership and management; 
perhaps an equal amount of truth in the teachings of 
those who advocate the let-alone policy carried to the 
extreme. The public and scientific thinkers owe a debt 
to both classes. It is our duty to judge each individual 
case on its own merits, taking into account local con- 
ditions, industrial, political, and personal. Moreover, we 
should recognize the fact that society and political insti- 
tutions are changing and progressing and that a policy 
wise to-day may be unwise twenty years hence; that a 
policy successful in Europe will probably not be equally 
successful here; that in no case can we accept as conclu- 
sive the experience of others or even our own present ex- 
perience ; and that on the whole the government probably 
needs to extend its control especially over the larger com- 
panies, unless their managers take the public more fully 
than now into their confidence. In every case our final 
appeal is to common sense, good judgment, and an un- 
selfish regard for the public welfare. 





ARE SAVINGS INCOME? 
IRVING FISHER. 


It is but natural that the heretical views contained in 
my book, “The Nature of Capital and Income’”,’ should 
have aroused criticism, but I confess I have been sur- 
prised at the manner in which this criticism has been dis- 
tributed. Many of the views expressed to which resis- 
tance was expected have been accepted, while some of 
those which seemed beyond debate have been among the 
first to be questioned. The most striking instance of the 
latter is found in the case of the thesis that an increase 
in the value of capital is not a part of income. This has 
been a cherished heresy of mine since it was first stated? 
in 1897. 

I realize that increments of capital, or “savings”, are 
often regarded as income both by economists and busi- 
ness men. Edward Cannan has specifically stated that 
the income of a nation during any given period consists 
of two parts, the first being the sum of goods enjoyed by 
the community during the given period, and the second, 
all additions to capital during that period. Accountants 
often, if not usually, reckon income on the same basis. 
The burden of proof, therefore, rests with those of us 
who deny that savings are income. The object of this 
paper is to justify this negation. 

We may pause here to explain the senses in which 
terms will be used. The phrase capital-goods is used 
~ New York (The Macmillan Co.), 1906. 

*“The Role of Capital in Economic Theory”, Economic Journal, 


December, 1897, pp. 532-3. 
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in the sense of any stock of wealth or property exist- 
ing at an instant of time. The value of such a stock is 
called capital-value. The term “capital” is used as an 
abbreviation of capital-value. In the same way the 
phrase income-services is used in the sense of any desir- 
able events which occur by means of capital goods during 
any given period. The value of these services is called 
income-value. The term “income” is used as an abbre- 
viation for income value. Finally the term “savings” 
during any period is used to signify the increase in capi- 
tal value in the period under consideration. 

If these definitions are adopted, the question “Are 
savings income?” would seem to answer itself in the 
negative. We have, however, no desire to avoid an 
issue by framing definitions. The issue which we have to 
discuss is more than a verbal one, and cannot be escaped 
by recourse to,definitions. The adoption of the defini- 
tions just formulated for capital, savings, and income, 
merely obliges us to restate the question. If we employ 
these definitions, the question, “Are savings income?” 
used as the title of this paper, while it has the merit of 
brevity, is not accurately stated. As a more accurate 
formulation, we may substitute the following questions: 
In what respect are savings and income alike? In par- 
ticular, are they alike in their relations to capital? We 
know that capital is the discounted value of expected in- 
come. Is it true that capital is also the discounted value 
of expected savings? If so, is the discount process ap- 
plied to savings in the same way as to income? Or do 
we need to distinguish carefully between the discount 
process as applied to savings and the discount process as 
applied to income? 

I maintain that savings are not discounted in the same 
way that income is discounted. My opponents maintain 
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that they are. This is the real issué betwéen us. To sép- 
arate still more clearly the essential issue from all ques- 
tions of terminology, the question under debaté may be 
expressed without using the term “income” at all, thus: 
Is an expected increase in the value of capital discounted 
in the same way that the expected services of capital are 
discounted? To this question I answer, no. My oppo- 
nents, if I understand them, answer, yes. 

It is granted that “savings come out of income”. But 
we shall avoid misunderstanding if we add that the phrase 
“savings come out of income” is not to be taken in the 
sense that savings were first income and afterward be- 
came capital. On the contrary, these savings always 
were, and still remain capital. They are “saved” from 
becoming income. Savings come out of income in the 
sense that whatever amount is saved diminishes current 
income by just that much. It is contended that savings, 
coming out of income, cannot be in income. Those who 
regard savings as taken out of income and yet as still a 
part of income are guilty, we believe, of a species of 
double counting and of a confusion between capital and 
income. 

A few examples will serve to illustrate the issue which 
has now been drawn. A man owns a forest, newly 
planted. It cannot give him any income by yielding lum- 
ber for perhaps twenty years. During this period the 
value of the forest will gradually rise as the time for 
cutting approaches. If the rate of interest is five per 
cent. and we suppose the yield of the timber land to be 
certain, the accumulation of value will take place at five 
per cent. per annum. If the land is regarded to-day as 
worth $100,000, it will, under these conditions, become 
worth $105,000 at the end of a year, and will continue 
to accumulate at 5 per cent. compound interest. until 
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the time of cutting arrives. Those who maintain that 
savings and income are indistinguishable point out that 
the holder of the land worth $100,000 may, at the end 
of the year, realize an increment value of $5,000 by 
selling a part of his land, or by selling all of it and 
reinvesting the original principal. “Why, therefore”, 
they ask, “should we not count the $5,000 added to the 
capital value as true income?” Another example is that 
of a bond increasing in value between interest payments, 
or that of a deferred annuity, or, simplest of all, that of a 
savings-bank account accumulating at compound interest. 

In all these cases, and many others which might be 
cited, my critics maintain that the annual accretion in 
the value of any capital-goods should be regarded as 
indistinguishable from and as part of the income from 
that capital. It is with this thesis that I take issue. I 
contend that an increase of capital value, as long as it 
remains a part of the capital and is not detached from it, 
is capital and not income in the sense that it can be 
discounted as other income is discounted. 

It is important to observe at the outset that, although 
income is produced by capital, the value of capital is, 
paradoxically, produced by the value of income. We may 
say that apples are produced by an orchard, but we cannot 
say that the value of the apples is produced by the value of 
the orchard. On the contrary, the value of the orchard 
is produced by the value of the apples. In other words, 
when we have to deal with the values of capital and 
income and not their quantities, we have to reverse the 
order of causation. Capital value is always the dis- 
counted value of expected income. It follows that the 
increase in the value, during any period, of an orchard, 
a forest, a bond, an annuity, a savings-bank account, or 
any other property or wealth, constitutes “savings” in the 
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sense we have given to that term. This increase in value 
is due to the progressive approach of the time in the 
future when the orchard is expected to bear apples, the 
forest to yield timber, or in general the property or wealth 
to yield up its benefits or services. It is the gradual ap- 
proach of future services which causes the value of any 
instrument to rise. Moreover, this cause—the approach 
in time of expected benefits from capital-goods—is the 
only cause for an increase in its value which we need to 
consider here. Other causes, such as the influence of 
uncertainty, are not under discussion. We may assume, 
therefore, to simplify the discussion, that there is no 
uncertainty about the future yield of capital and no 
change in the rate of interest by which it is valued. 

Under these conditions, the capital will increase in 
value until the first item of income arrives. The orchard, 
for instance, will appreciate up to the time of its first 
crop. When this crop is detached, the value of the 
orchard will fall back by the value of the crop removed 
from it. Thereafter the value will again ascend with the 
approach of each succeeding crop and descend upon its 
removal. 

The successive increases and decreases in value of the 
orchard may or may not be equal to each other. But 
whether equal or not, they must not be confounded. 
After reading what my critics have written on the sub- 
ject, it seems to me that they have failed to distinguish 
between the rise of capital value and its fall when its 
services are rendered; and that this confusion between 
the rise and fall of capital is in turn due to fixing attention 
exclusively on the case where the principal or capital sum 
remains intact. We shall, accordingly, begin by consid- 
ering this case. Let us therefore suppose that the orchard 
will yield crops, of equal value, annually and forever. The 





26 American Economic Association 


case is therefore, to all intents and purposes, the case of 
a perpetual annuity. Let M N (Figure 1) represent the 
value of the orchard (or other perpetual annuity) at the 
beginning. This is the discounted value of its expected 
succession of crops. As the first crop (or interest pay- 
ment) approaches, the value of the capital will rise in 
anticipation of that crop until it (the capital value) be- 
comes equal to m n; whereupon the crop m q is removed, 
and the value of the capital is restored to its original 
amount m q, equal to M N. The capital value then grad- 
ually ascends again until the next crop (or interest pay- 
ment) is reached, and falls as the crop (or interest) is 
detached. 

According to the concepts which I believe to be correct, 
income is represented in this diagram merely by the ver- 
tical lines m q, n’ q’, etc., marking the detachment of 
the crop from the orchard or of interest from the annuity. 
These detachments are the definite events or services in 
anticipation of which the orchard or bond has any value 
whatever. 

Now, it is true that the value of the orchard rises 
between successive crop seasons by an amount exactly 
equal to the value of the annual crop. It would therefore 
seem at first almost unnecessary to distinguish between 
the rise and fall. The crop (or interest), it might be 
said, is itself the increment of value. Any sharp distinc- 
tion between the ups and downs of such a curve seems 
at first unnecessary, if not absurd. It makes, however, 
a vast difference to our analysis, whether we consider the 
income of the orchard or the annuity to be the successive 
“ups” or the successive “downs” in the curve. In passing 
it may be noted that although in the particular case con- 
sidered the “ups” and “downs” are equal, they are never- 
theless not coincident in time. The significance of this 
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difference between them will be emphasized later. At 
present it seems best to proceed from the simple case 
of a perpetual annuity with a capital value remaining 
unchanged from year to year to the more general case 
in which the orchard or other source of income yields a 
changing and terminable series of crops or services. In 
this general case the “ups” and “downs” of capital value 
are not even equal to each other. The case is represented 
in Figure 2. Here the value of the property is at first 
M N. This represents the discounted value of all the 
expected future income. We must, in constructing this 
diagram, proceed backward from the remotest point in 
the future at which income accrues. Let the last item of 
income be a, the next to the last b, and the others c, d, e. 
Through the top of the line a we draw a curve called the 
“discount curve’’,® the height of which at any point repre- 
sents the discounted value of a, as anticipated at any time. 
This discount curve is drawn descending gradually to- 
ward the left until it reaches a point directly over the 
next to the last item of income b, whereupon b is added, 
and the combined height of m” n” represents the value 
of the capital at this earlier point of time. From m” in 
turn another discount curve is drawn, »” q’, until a point 
is reached directly over the income item c; we then pro- 
ceed upward in the same manner to mn’, and descend 
by the discount curve to N’”; and so on, until we finally 
reach the point N, the height of which, M N, is the com- 
bined discounted value of all the income items a, b, c, d, e. 

It is evident, reversing our outlook, that, as time 
elapses, the value of the capital will gradually rise from 
the height of N to the height of m, and then proceed by 
sudden falls and gradual rises until it reaches zero at m’”, 
after the last available service, a, is rendered. 


* See the writer’s “Nature of Capital and Income”, p. 204. 
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Consider first the period M M’. During this period 
there is only a rise in the capital value, and no fall. It 
is certain, therefore, that, so far as this period is con- 
cerned, we cannot identify or confuse a rise with a fall. 
The capital rises steadily from M N to M’ N’, the actual 
increase being N’ P’. The question at issue is whether or 
not N’ P’ is to be regarded as income in the same manner 
as a, b, c, d, e are regarded as income. Is N’ P’ discount- 
able in the same manner as a, b, c, d, e? 

It is clear that the capital M N is fully accounted for 
by discounting the items a, b, c, d, e; and that if we 
should attempt to add to the sum of the discounted value 
of these items the discounted value of P’ N’ also, the 
resulting sum would be larger than M N and incorrect. 
It follows that P’ N’ cannot be considered as discountable 
income in addition to the other items of income. 

We may note here a curious pitfall which seems to have 
entrapped some economists. Not only are they disposed 
to regard the “up” of the curve as income instead of the 
“down”, but they include in the “up” the original sum 
M N. Ifa person receives an orange grove, worth M N 
because of the value of the oranges which will be after- 
ward yielded in the items, e, d, c, b, a, one of my critics 
states that he would regard the receipt of the orange 
grove M N as itself true income, and afterward the inter- 
est upon its value as additional income. In other words, 
he regards all the “ups” of the curve from M to m’” as 
income. 

It is quite true that the aggregate sum of all these 
ups” will be exactly equal to the aggregate sum of all 
the “downs”, a, b, c, d, e, on the same principle that a 
stone, thrown into the air and falling again to the level 
from which it is thrown, must have risen to an aggregate 
height equal to its aggregate fall. Inasmuch as the sum 
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of the “downs” is the aggregate income, it might seem 
that we were at equal liberty to regard the equal sum of 
all the “ups” as income. But this is an error; for, al- 
though the sum of all the “ups” is equal to the sum of all 
the “downs”, their location in time is different. The “ups” 
always occur in advance of the “downs”, and therefore 
the discounted value of the “ups” would be greater than 
the discounted value of the “downs”. And, since we 
know that the discounted value of the “downs” is correct, 
it follows that the discounted value of the “ups” cannot 
be correct. 

A wrong path, if followed far enough, will lead to 
difficulties. The critic above referred to, when pressed, 
admitted that, according to his definition of income, the 
bequest to a young man a few years ago of securities 
bearing an income of $5,000,000 a year (and for that 
reason valued at $100,000,000) was a bequest not only 
of an income of $5,000,000 a year, but also of an addi- 
tional initial item of income of $100,000,000! To in- 
clude, in this manner, as income the capital value of other 
income is not only opposed to common sense, but leads 
us to ask the question, How could a testator contrive to 
bequeath an income of $5,000,000 without at the same 
time unintentionally bequeathing an additional initial in- 
stalment of income of $100,000,000? To tie up his 
bequest in trust would not avail, for the beneficiary, 
though he could not spend the principal, would still be 
in the position of acquiring its value as an equity of 
$100,000,000 against the trustee. 

Clearly the $100,000,000 is not income, but capital— 
the discounted value of income. The young man did not 
receive $100,000,000 of immediate income and $5,000,000 
of income each year thereafter. He merely received an 
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income of $5,000,000 a year, the $100,000,000 being its 
capitalization or discounted value. He is only half as 
well off as an heir to whom is bequeathed an initial sum 
of $100,000,000 in addition. The income accounting 
adopted by my critic leaves no room for this distinction. 
Naturally, it leads to double counting; for, if the logic is 
sound by which the heir is to be regarded as receiving an 
initial item of income of $100,000,000 as well as succes- 
sive items of $5,000,000 a year forever, what is to hinder 
our discounting all these items of income indiscrimi- 
nately, including the $100,000,000 immediately receiv- 
able, and thus obtaining $200,000,000 as the value of the 
young man’s bequest just before the $100,000,000 is paid 
over to him? In fact, such a process, if permissible once, 
can be repeated indefinitely. Having last deduced that 
the heir receives an initial item of $200,000,000, we now 
have a series of income items, the capital value of which 
is $400,000,000! Evidently the fallacy of double count- 
ing, once begun, logically multiplies itself indefinitely. 
Additions to capital, whether acquired by gift or by 
saving, are not income, but the present value of income. 

While I do not suppose anyone will gainsay that income 
must be so defined that the capital M N is the discounted 
value of the whole income, it may still seem that, in some 
manner, P’ N’ is discounted in the value of M N and may 
be called income. And this is true; but the manner in 
which P’ N’ is discounted is not the same manner as that 
in which the genuine income, a, B, c, d, e, is discounted. 
N’ P’ is discounted instead of income, not in addition 
to it. An example will make this clear. A speculator 
buys a piece of city real estate for $1,000, hoping it will 
sell later at a higher price, and not intending to make 
any use of the ground in the meantime. If he were 


asked whether or not the value of the land when he bought 
’ 
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it included an anticipation of its future rise, he would 
undoubtedly answer in the affirmative, and he is right in 
the sense that the future increase of value is included 
in his discount process. But the speculator, it must be 
remembered, is depending on reselling the land to some- 
one else. This may be another speculator, but ultimately 
there must be some owner who will use the land otherwise 
than by merely reselling. This ultimate use of the land 
is in view from the very start, and the price at which 
each speculator hopes to sell will be itself the discounted 
value of the uses to which the land will finally be put. 
It follows that the speculator who discounts a future rise 
in price is merely rediscounting the future discounted 
value of the final uses of the land. 

This fact is shown clearly in the diagram. The specu- 
lator who holds the property in the time interval M M’ 
regards M N as the discounted value of M’ N’, which cer- 
tainly includes the increment P’ N’. This increment is 
really discounted by him, as he does not look any further 
ahead than the point of time N’. But if we look beyond 
the point of time M’, we observe that M’ N’ (including 
P’ N’) is itself the discounted value, at that point of time, 
of the income items, a, b, c, d, e. Consequently the man 
who pays M N, because he sees that the future value will 
be increased to M’ N’, is in effect discounting a, b, c, d, e. 
In short, these items of income, a, b, c, d, e, are dis- 
counted in two stages. In the first stage, they are dis- 
counted from the remotest point m’”, back as far as M’, 
the result being M’ N’; in the second stage this capital 
value M’ N’ is in turn discounted back to M, the result 
being M N. 

There are other respects in which the increase of cap- 
ital value P’ N’ differs from the true income a, B, c, d, e. 
One is that the location in time of this increase of value 
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is, for discount purposes, movable instead of fixed. To 
make this point clear, let us proceed to a time later than 
M’, namely M”, and consider in what respect M N can 
be regarded as including the discounted value of the 
increments of capital between the points of time M and 
M”. There are evidently now two increments of value, 
the first being P’ N’, the increment of value in the first 
period, and the second being P” N”, the increment in the 
second period. These two increments, together with the 
principal sum, are represented as M” N”, and form the 
total value of the capital at the point of time M”. Thus 
M” N” consists of three parts, (1) M” R, the original 
capital, (2) R P”, the increment (equal to P’ N’) accru- 
ing in the first period, and (3) the increment P” N” 
accruing in the second period. But in this statement we 
have been forced to shift forward the first increment 
from P’ N’ at the end of the first period to the position 
R P”, at the end of the second period. Without such 
shifting forward, it would not be true that the original 
capital value of M N was the discounted value of the 
principal M” R together with the discounted value of the 
two increments P’ N’ and P” N”. The proposition is 
true, only on the condition that the increments for two 
periods are both located at the end of the second period. 
If a still later point of time is taken, the increments, to 
be discounted, must be shifted still further forward. Now 
this shifting of time only applies to the increments of 
capital value. It does not apply to genuine income items, 
a, b, c, d, e. In short, genuine items of income are dis- 
counted from the times at which they accrue, whereas 
increments of capital are discounted not from the times 
at which they accrue, but from the end of the arbitrary 
period under consideration. 

Putting the principle in its most general form, we may 
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say that for any arbitrary interval of time, the value of 

the capital at its beginning is the discounted value of two 

elements: (1) the actual income accruing within that 

interval, and (2) the value of the capital at the close af 

the period. This value of the capital at the close of the 

period may in turn be resolved into two elements, first, put wh? 

a part which is equal to the original value of the capital, p 
the “principal”, and second, any “net savings” during the pwr 
period. In case the “savings” are negative, they are _ lw Po. 
called depreciation and are subtracted. The “savings” i ls 

form merely a part of the final capital, are located at ww 

the end of the period under consideration, and are shifted \ ft Pas 
from point to point according to the length of that period. V0 — 

Another distinction between savings and income is ~ 
that, whereas we may postulate any one item of income 
independently of any other, we cannot postulate an incre- 
ment of capital until we know the items of income from 
that capital. Its value is entirely derivative and has no 
separate existence. 

In Figure 2, for instance, we can postulate separately 
each one of the items, a, b, c, d, e, without regard to the 
others, but we cannot postulate the value of P’ N’ before 
we have postulated the items a, b, c, d, e. There is, there- 
fore, a profound distinction between the primary items 
a, b, c, d, e, which are mutually independent, and the 
secondary item P’ N’, which is wholly dependent on 
those primary items. 

Still another distinction between savings and income 
consists in the fact that a change in the rate of;interest 
will not change the items of income; a, b, c, d, é, but will 
change the increments of capital, P’ N’, P” N”, etc. If 
the rate of interest is changed, the discount curves in 
Figure 2 will all be shifted. As a consequence, without 
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any change in the items of income, a, b, c, d, e, there will 
be a change in the increments of capital. 

The facts that an increment of capital is derivative 
from the items of income, and that it changes with the 
rate of interest at which these items are discounted, are 
the ear-marks of capital. We know that capital value is 
derivative from income and that it changes with the rate 
of capitalization. Ff v0f & he rk 4 ube, 

It is clear, therefore, that M’ N’ is merely an interme- 
diate capitalization of a, b, c, d, e. It does not, nor does 
any part of it, play the same rdle as do the items of 
income a, b, c, d, e. The part P’ N’ which represents 
increased value is in no way different from the rest of 
the entire capital M’ N’. It follows that, in cataloguing 
the entire series of items of income from beginning to 
end, we cannot include P’ N’ as income on the same basis 
as a, b, c, d, e; for we should be guilty of double counting. 
To the extent that P’ N’ were included, we should be 
including part of the anticipated value of a, b, c, d, e. 
We should, in other words, be including in our enumera- 
tion of income not only a, b, c, d, e, but also a part, P’ N’, 
of the capital value of these same items. The former 
items are realized income; the latter item is merely the 
anticipated value of this income. The anticipated value is 
located at the point of time M’, but the realization does 
not begin until the point of time m is reached. The antici- 
pated value of income is not income, but capital. To con- 
sider any part of capital value as income is thus to confuse 
capital and income. Capital value is merely a present 
expression or reflection of future income. Each recipient 
of income has open to him two options. Any increment 
of his capital may be detached from the rest of the capital, 
and this event of parting company will then constitute an 
item of income. Or, reversely, the increment may be 
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“saved”. That is to say, it may be saved from being 
detached from capital. In this case it remains capital, 
and the income which otherwise would have emerged by 
detachment fails for the present to emerge at all. In 
place of it we have the savings—the present value of 
more income in the future. 

These two options, to use income or have savings, are 
mutually exclusive. “You cannot have your cake and 
eat it, too”, is an old adage which stands for one of the 
profoundest of economic truths. This truth is that sav- 
ings and income are not coincident, but alternative. Any 
increase of the one is at the expense of the other. Savings 
are savings because they have not been detached from 
capital, but remain attached. Income issues by detach- 
ment. The bondholder values his bond by discounting 
each coupon from the time at which it is to be detached. 
, A fruit tree is valued by discounting the fruit from the 
‘time it is to be ickeg ; a farm by discounting the crops 
from the time wlién harvested. We do not need here to 
inquire what becomes of the detached coupon, fruit, or 
crop. They may still go to swell capital in some other 
category. The coupon may be reinvested in another bond; 
the fruit may enter into the capital stock of a merchant; 
the crops may become part of the accumulation in a 
granary. Thus the income from the bond, the fruit tree, 
or the farm may be invested as expense for purchasing or 
otherwise acquiring capital other than the capital from 
which they sprung. The point for us to observe is that, so 
far as the original or parent capital is concerned, the time 
of detachment marks at once the yield of a certain amount 
of income and the cessation of an equal amount of capital 
out of the parent stock. The detachment of a $5 coupon 
is an event which constitutes an income of $5 from the 
bond and which instantly reduces the value of the bond by 
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$5. The detachment of each dollar’s worth of fruit from 
the tree or of crops from the farm means a dollar of in- 
come and a deduction of a dollar from the value of the 
tree, or the farm. Contrariwise, if for a time the coupon, 
the fruit, or the crops remain attached to the bond, the tree 
or the farm, they then remain a part of the parent capital 
and the income which would otherwise have been realized 
is held back. We must distinguish sharply between detach- 
ment from and attachment to capital, and we must re- 
member that they are mutually exclusive. So long as an 
item remains attached to capital, it is not income; when 
it is detached, the event of its detachment is income. No 
principle in economics is more inexorable than this. By 
no sleight of hand can we escape the dilemma in theory 
which confronts every capitalist in practice. Either he 
can take out a dollar’s worth of income or save a dollar’s 
worth of capital, but he cannot do both. His savings 
“come out” of income to make capital, but for that very 
reason they are capital, not income. 

The fallacy of including savings under income has 
been expressed both as a confusion between capital and 
income and as a double counting of income. Savings 
are simply the capitalization of.future income. If a 
man saves capital he is not only diminishing present 
income, but increasing future income. The upshot of 
the whole matter, therefore, is that “savings” imply 
a change in the “time shape” of an income stream, viz., 
(1) a decrease of present income, and (2) an increase of 
future income. What is subtracted from present income 
is added (with interest) to future income. But the 
future addition cannot occur without the present sub- 
traction. The savings must actually come out of present 
income. They come back to income in the future only. 
To regard savings which are reinvested for the sake of 
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future income as still constituting a part of the present 
income, is to assume a future return without a present 
sacrifice. Savings mean a lessening at one point of time 
and an increase at another.‘ 

In the last analysis, therefore, the two options which 
constitute the dilemma of the investor are choices between 
two different income streams. If he “saves”, he thereby 
chooses an income stream smaller than it would otherwise 
be in respect to present income; larger in respect to future 
income. 

Let us consider the case of a bank depositor who allows 
his account to accumulate at compound interest. If he 
has $100 at the start, at the end of the year he will have 
$105. It is quite true that he might receive the $5, de- 
taching it from his principal. He might also redeposit 
the same. In the following year, when his interest is 
$5.25, he might go to the bank and again go through the 
ceremony of receiving and redepositing. It may be asked, 
Would we not, under these circumstances, be compelled 
to say that this man was actually receiving the income 
from his capital even while he was allowing it to accumu- 
late? To this the obvious reply is that he received 
income when it was handed to him across the teller’s 
counter, but he suffered an outgo when he pushed it back 
and added it again to the principal sum. The process of 
detaching the interest was income from the capital in 
bank. The process of reattaching it to capital was the 
opposite, and must be called outgo, to be debited to that 
same capital. Since these two terms are equal, opposite 
and simultaneous, they evidently efface each other com- 
pletely. The conclusion is, therefore, that when capital 


“The significance of this fact in the theory of interest is empha- 
sized in my “The Rate of Interest”, New York (The Macmillan 


Company), 1907. 
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is accumulating we cannot regard it as yielding income 
unless in the same breath we regard it as cancelled by an 
equal outgo. 

The need to make such cancellation cannot be evaded 
by the device of placing the savings withdrawn in some 
other institution. In that case our accounts would show 
that the original savings bank did actually yield income 
to the extent to which annually the interest was detached, 
but that the other institution must be debited with the 
corresponding items as outgo. Each institution must 
be treated independently in this accounting. The person 
who held the deposit would not be receiving the benefit 
of his income, because he would be out of pocket by an 
exactly equal amount for the other institution into which 
he has put the savings. One institution has given him 
income; the other has occasioned him expense. 

The fallacy that savings, though taken out of income 
to form capital, are still regarded as income, is due, oddly 
enough, to the usages of accounting. Business men and 
bookkeepers delight in conforming all accounts to a fixed 
norm, in which capital is regarded as invariable and 
income as a perpetual annuity. In economic theory we 
find the same tendency in many economists, notably Prof. 
J. B. Clark, whose very concept of capital postulates its 
perpetual reconstitution or upkeep. In the actual world 
there is not and cannot be any case of absolute immuta- 
bility of capital value and perpetuity of income. Surely 
our theories of capital and income should admit the vari- 
ability of both capital and income. But the bookkeeper 
prefers to make the fiction of invariability even when 
there is actual variability. In fact this fiction is of great 
convenience for bookkeeping purposes; it enables us to 
compare every condition with a fixed standard. No ob- 
jection is offered here to the practice as a practice. The 
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objection is to conceiving a mere bookkeeping fiction as 
an economic reality. 

If there be detached from capital a sum more than 
equal to the increment of value during a stated period, the 
bookkeeper says that “the capital” has been trenched 
upon or “the income” has been exceeded. By the “cap- 
ital” he means the original capital supposed to remain 
intact, and by the “income” he means also a supposed 
income, viz., that which would leave the capital unim- 
paired. 

Thus, in Figure 2, if we consider the time interval 
M” m, we find that the increase of value is » p, but the 
income detached is  g, which “trenches upon capital” by 
the sum pq. This depreciation of capital p g is by book- 
keepers deducted from the total realized income m q, in 
order to find the normal or standard income n #, that is, 
the income which, if realized, would leave the capital 
intact. But we must not fail here to note that if the sum 
? q is really taken out of income, or reattached to capital, 
and thus used as a depreciation fund, it will necessarily 
transpire that the diagram in Figure 2 will be materially 
altered subsequent to the point p. It will in that case not 
descend to q, but begin ascending from along a different 
“discount curve”. 

There is, therefore, a vast difference between reckoning 
a depreciation fund and actually sacrificing it. Only in 
the latter case can we say with literal truth that income 
does not trench on capital. Yet bookkeepers keep up the 
fiction that income does not trench on capital by the 
simple device of refusing the name income to that part 
which so trenches. Under this fiction the income from 
a fund of capital can never vary from the computed 
interest upon that fund. I have adopted the phrases 
“standard income” or “earned income” or “earnings” to 
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designate the income which leaves capital intact. The 
phrases suggest that the magnitude to which they apply 
is not actually realized income, but an ideal or hypothet- 
ical norm by which we measure the actual income and the 
deviation from which-in one direction or the other reg- 
isters the depreciation or the “savings”. If actual income 
exceeds standard income, the excess is depreciation. If 
the reverse is true, the deficiency constitutes “savings”. 
The case of depreciation has been illustrated in the dia- 
gram in the time interval M’” m. The case of savings is 
illustrated in the time interval M’” m’. Here the incre- 
ment of capital, before the income n’ q’ is detached, is 
p’ n’, leaving q’ p’ as the net increment or “savings”. In 
this case the bookkeeper adds the increment of capital to 
income, under the fiction that it would be possible to 
detach this additional sum “without trenching upon cap- 
ital”. This is true, but possibilities are not actualities, 
and an item is not made income merely because it might 
so be used. So long as p’ q’ is not detached, but remains 
attached, it is capital and capital only. It is “earned 
income” because it could be detached and leave the capital 
intact, but it is not realized income, or what we have 
called, for short, simply “income”. 

Adopting, then, the foregoing terminology, we may 
state that capital is discounted income, but not discounted 
earnings. It is true that capital is the discounted value of 
present earnings assumed to continue perpetually in the 
future. But this proposition is highly hypothetical. We 
have already seen that even present “earnings” is a hypo- 
thetical magnitude. The above proposition adds another 
hypothetical condition that this hypothetical magnitude 
shall continue unchanged forever. Only by means of 
these hypotheses are we enabled to state that capital is 
discounted earnings or capitalized earnings. Our result 
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is therefore that (1) capital is the discounted value of ex- 
pected income—actually realized income, however varia- 
ble,—and (2) it is the discounted value of present earn- 
ings supposed to continue perpetually. In other words, 
capital is the present value of either of two income 
streams, one, the real and variable income stream, and 
the other an ideal perpetual annuity. The ideal perpetual 
annuity is the bookkeepers’ substitute for the real income 
to which it is equivalent. 

A practical example of the fallacies concerning savings, 
earnings and income is found in assessing income taxes. 

It is not intended to discuss here the practical advis- 
ability of any particular system of taxes; but, supposing, 
for the sake of illustration, that there exists in a com- 
munity a uniform system of income taxes, it is obvious 
that it makes a difference whether these income taxes are 
assessed upon “earnings” or upon “income”. 

Let us imagine (as in my book The Nature of Capital 
and Income) that there are three brothers, each of whom 
receives the same legacy of $10,000, and that interest 
is 5 percent. The first brother invests his $10,000 in an 
annuity of $500 a year forever. The second puts his in 
trust, to accumulate at 5 per cent. until it has doubled 
in value, which will be in about fourteen years, after 
which it is invested in a perpetual annuity of $1,000 a 
year. The third, having spendthrift tendencies, buys an 
annuity of $2,000 a year, which by actuarial calculation 
will last him a little less than six years. 

Evidently, if we tax income, the first brother will be 
taxed on a perpetual income of $500 a year; the second 
will not be taxed for fourteen years, but thereafter will 
be taxed on an income of $1,000; while the third will be 
taxed on an income of $2,000 a year for six years, and 
thereafter will have no income and no tax. 
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On the other hand, if we tax earnings, we shall tax 
the first brother to the same extent as before, but the sec- 
ond and third will be taxed very differently. The earnings 
of capital of the second brother, instead of being nothing 
for fourteen years, is $500 in the first year and $525 in 
the second year, etc. The third brother, who during the 
first year took out $2,000 from his capital, would, accord- 
ing to the same method of reckoning, need to deduct 
from this sum the $1,500 which represents the amount 
that he would “trench upon his capital”, leaving $500 
as his earnings. At the beginning of the second year, 
this same third brother would possess a capital of only 
$8,500, the “earnings” of which would be only $425. 
Thus his earnings progressively diminish until in the 
sixth year they are only $90. The capital having then 
been destroyed, no earnings remain. 

If now a tax of 10 per cent. were laid on the income 
of the three brothers, we shall see that it would be a just 
tax, but that if it were laid on earnings, it would be an 
unjust tax. 

Consider first a 10 per cent. tax levied according to 
income. The first brother would pay to per cent. on his 
annual income of $500 a year, or $50 a year forever. 
The second would pay no taxes for fourteen years, after 
which he would pay taxes of $100 a year forever. The 
third would pay a tax of $200 a year for six years and 
thereafter nothing. 

If, in the supposed community, it is possible to “com- 
pound” for taxes by paying in advance a sum which 
represents the discounted value of the taxes, a little con- 
sideration will show that each of the three brothers could 
compound for his taxes for $1,000; as this sum is the 
discounted value of the first brother’s tax for $50 a year 
forever, of the second’s tax of $100 a year, beginning 
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15 years hence, or of the third brother’s $200 a year for 
six years. 

Applying the tax of 10 per cent. to earnings, on the 
other hand, the first brother would pay the same taxes, 
$50 a year, as in the previous case; the second would pay 
not only the $100 a year beginning in fifteen years, but 
also in the intervening 14 years he would have to pay a 
progressively increasing tax beginning with $50. Evi- 
dently this tax is far more burdensome than that on 
income, and if the brother should “compound” for it, he 
would need to pay a much higher sum, namely, $1,714. 
The third brother, on the other hand, would need to pay 
a tax on the first year of only $50, this being 10 per cent. 
of the earnings; in the second year he would pay $42.50, 
and so on, in sums decreasing to the last or sixth year. 
He could compound for these small amounts for only 
$158. Evidently the burden of taxes on the three brothers 
who started out with equal properties would be, under 
this system of taxes, very unequal. An “income” tax 
would be just, and an “earnings” tax unjust. 

It is true that we are not therefore obliged to use the 
term “income” in the sense in which I employ it. But 
the example shows that the concept which I call “income” 
is so fundamental as to afford the basis for a theoretically 
just system of taxation, whereas the substitution as a 
basis of taxation of the concept which I have called 
“earnings” affords a basis for an unjust system. The 
question has been often debated whether “savings” ought 
to be taxed. Our example shows that in ideal justice 
they ought not. The contention that they ought to be 
taxed is, I cannot help but think, due to the notion, fos- 
tered by a bad terminology, that savings are income. 

The question of whether we should use the term 
“income” in the sense of earned income or in the sense 
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of realized income, is purely a verbal one and is of small 
consequence. But even this verbal question may prop- 
erly engage our attention for a moment. One reason 
that I personally prefer to use the term “income” when 
employed alone to signify realized income is that the term 
earnings cannot be used in the sense of realized income. 
Therefore if we are to allot to our two concepts (real and 
ideal income) the two terms, earnings and income, and if 
earnings can be used only for one of these two concepts, 
the ideal, there is no choice but to apply the term income 
to the other. Another and more important consideration 
is that, given the two ideas, one referring to income 
which is realized or actual and the other to income which 
is earned or potential, it would seem that the basic term 
income should be preferably applied to what is real rather 
than to what is hypothetical. We have seen that the two 
concepts called earnings and income are not independent, 
but that the concept of “earnings” is dependent upon that 
of “income”. The fundamental term income seems to 
befit best the more fundamental of the two concepts. The 
concept of earnings is a compound concept. It is com- 
pounded out of the concept of income and the concept of 
capital, for it signifies the sum or difference of two mag- 
nitudes, viz., the actual income and the savings (or re- 
verse) which are a change in capital. 

Questions of terminology can never be satisfactorily 
settled. Popular usage is almost always inconsistent. Thus 
the very people who think income must be exclusive 
of any depreciation of capital will nevertheless include 
in income the whole of an annuity, especially a life 
annuity. But it is evident that if a man purchases a 
terminable annuity, his property will gradually depre- 
ciate; each item of the annuity received is eating up the 
value of his capital, until at the end of the terminable 
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annuity it is all gone. Of course precisely the same prin- 
ciple applies in the case of any article of capital with a 
limited life, such as a dwelling-house, or an automobile, 
or a piano. In all cases depreciation funds do not dim- 
inish income unless they are actually paid. In the case 
of a laborer, his wages constitute a terminable annuity 
and there must needs be a progressive depreciation of 
their capitalized value; yet he usually regards all his 
wages as income. In this case depreciation is not de- 
ducted because it is not calculated. Accountants do not 
capitalize labor power, and therefore their bookkeeping 
fictions do not enter into the problem of whether or not a 
laborer’s wages are income. 

Again the common phrase that a man is “living beyond 
his income” is variously interpreted. It may mean, trans- 
lated into our terminology, that his realized income ex- 
ceeds his earned income, or that his realized income ex- 
ceeds his money income even when the latter is in wages 
or other terminable form. 

We may summarize our results in the following propo- 
sitions : 

(1) Savings mean the rise of the curve of Figure 2 
indicating the course of capital value. Income means its 
fall. 

(2) The alternate savings and income, or rise and 
fall, are not necessarily equal. 

(3) Even when they are equal, as in the case of a 
perpetual annuity, they are not coincident in time nor do 
they have the same discounted value. 

(4) Any value of capital (such as M’ N’) in Figure 
2, is the discounted value of all its future income (such 
as a, b, c, d, e,), including no savings nor anything else 
whatever. 

(5) The rise or increase of capital value in any 
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period may be discounted to form present capital value 
provided (1) it is discounted instead of income beyond 
that period and not in addition to it, and provided (2) it 
is shifted forward out of its actual place to the end of 
that period. In this case the capital value at the begin- 
ning of the period is the discounted value of the income 
realized within this period plus the discounted value of 
the capital value remaining at the close of the period 
(including therein any increments or savings). 

(6) The rise of capital value (or savings) has no 
existence independently of expected income. Its value 
depends upon and shifts with (a) the expected income 
and (b) the rate of interest. 

(7) When alternate savings and income or the rise 
and fall of the curve are not equal, bookkeepers usually 
make the fiction of equality by adding to the actual in- 
come any addition to capital (savings) or subtracting 
any deductions from capital (depreciation). 

(8) This corrected or doctored income I prefer to 
call not income, but earnings. The concept of earnings 
is not independent of income but a compound of the two 
concepts of income and capital. Income, earnings, and 
savings (or the reverse of savings, depreciation) are 
three separate concepts of which the first is fundamental 
and necessary to the understanding of the other two. 

(9) Capital is discounted or capitalized earnings only 
in the sense that the earnings of future years are assumed 
to keep up at the present rate. 

(10) Even if different names be given to the fore- 
going concepts—if for instance the name income be given 
to the concept which we have designated as earnings and 
some other name be substituted for our term “income”— 
the three concepts and their relations to each other and to 





Are Savings Income? 47 


capital will not be affected ; they will merely be differently 
expressed. 

(11) But if such a terminology be adopted (i. e. 
“earnings” be called “income”), we have left no term 
which has yet been suggested to apply to the first concept 
vhich I have called “income”. Inasmuch as this concept 
is the fundamental and important one, it surely deserves 
a fundamental and important name. This basic concept, 
moreover, seems as near to the popular idea of “income” 
as we can attain and still observe the rules of scientific 
definition. If it be true that so fundamental a concept has 
thus far gone unnamed, this fact must be interpreted 
as indicating that the fundamental theory of discount- 
ing this unnamed magnitude to obtain capital value has 
never been clearly understood. The concept is unnamed 
because unappreciated. As soon as we perceive its im- 
portant rdle, we must needs christen it. Personally I 
care little how we christen it if only its rdle and relation 


to capital, and to what has been called earnings and 
savings, are clearly understood. Such clear understand- 
ing is unfortunately not as yet a realized fact among 
students of the subject. 





ARE SAVINGS INCOME—DISCUSSION. 


Winturop M. Dantes: In opening the discussion 
upon the paper that has just been read I feel obliged to 
preface my remarks with an expression of the great obli- 
gations which we are all under to its author. Not only 
in this instance but in others he has clarified economic 
problems and concepts; and in the progress making for 
conceptual freedom in economic theory we are all his 
debtors. 

While I am forced to dissent in part from the specific 
contention which he raises in this paper, he has by his 
treatment of the income concept brought out the sharp 
contrast which from one standpoint exists between items 
that-are commonly blanketed under the term— Income. 
When the income of an individual or nation is expressed 
in money terms, the sum covers certain items that connote 
enjoyment realized during the income period, and also 
other antithetical items which connote just the reverse— 
abstinence from present enjoyment. From one stand- 
point these two sets of items are just the opposites of each 
other. Is there then any justification for including both 
in the same concept? Or should we follow Prof. Fisher 
and make income synonymous only with enjoyment- 
items ? 

I believe that there is ample justification for including 
these seemingly opposed sets of items under a single 
term—Income. The two sets of items are wholly con- 
gruous, if we are trying to measure, not the enjoyment of 
wealth realized within a certain period, but the net com- 
mand obtained over wealth within the period in question. 

48 
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This, I take it, is the concept of income which the ac- 
countant and the business man—and generally the eco- 
nomist—has in mind when he speaks of Income. The 
economic man is not merely a vitalized hedonic meter, 
interested in measuring only the pleasurable current flow- 
ing through his sensorium. He is also a human being 
interested in the control of new wealth which during a 
given period comes under his command, whether it be 
taken in actual enjoyment or in an accretion to his capital 
and thus destined for actual enjoyment at some future 
time. He therefore accounts both his savings as well as 
his spendings in a year as integral parts of his yearly 
income. 

That this is the popular and instinctive concept of 
income is neatly illustrated by one of the last injunc- 
tions Boswell records himself as receiving from Dr. 
Johnson. “He said, ‘Get as much force of mind as you 
can. Live within your income. Always have something 


saved at the end of the year. Let your imports be more 
2 998 


than your exports, and you'll never go far wrong’. 
Much has been said about the definition of income. I 


submit that Johnson was a competent lexicographer and 
generally used terms in their accepted meaning; and 
clearly in his view of the matter, savings are a part of 
income. 

Professor Fisher contends that savings or accretions to 
capital, are not discounted in the same way as items of 
income destined to contribute to enjoyment. I am unable 
to see this. I cannot see that the economic destination 
of items to accrue in future will alter the discount process 
whether such items are to be converted into enjoyment, or 
are to be added to capital. Whether such items are to be 
detached from capital and made to enhance current en- 


* Boswell’s Life of Johnson, Birrell’s edition, Vol. VI, p. 61. 
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joyment, or whether they are to continue attached to 
the parent stock will not affect the method or result of 
discounting them. That depends wholly on their distance 
from the present, and on the prevailing rate of time 
discount. 

One other objection which I have to Prof. Fisher’s 
narrowing the concept of income to enjoyment realized 
in the income period is that it sorts out one aspect—and 
that a partial one—of Income, and decorates this aspect 
with the sole and exclusive right to the name—Income. 
To do this is hazardous. It throws unnecessarily out of 
alignment economic and legal terminology where an in- 
terpretation clause would avoid the difficulty. I am not 
arguing that good law is necessarily good economics, or 
vice versa. But this much is certain. The legal concept 
of income cannot be made to square with the restricted 
content Prof. Fisher allows to the term. Thus in the 
Index to Howes’s useful little manual on “The American 
Law relating to Income and Principal” the first four en- 
tries relate to “Accumulated Income”. According to 
Prof. Fisher, it is a misnomer to speak of accumulated 
income.* If, for example, trustees are permitted tempor- 
arily to hold back income from the beneficiary, such sums 
remain income in the eye of the law, although retained 
and accumulated for some time.° 

To mention another unfortunate deduction which flows 
from Prof. Fisher’s view. In the instance cited in his 
book of an income tax imposed on three brothers, Prof. 
Fisher inveighs against imposing any such tax on the 

*“Services and satisfactions, unlike wealth and property, can exist 
only as flows; a fund of either is impossible”. The Nature of Capital 
and Income, p. 52. In this treatise Professor Fisher identifies income 


with the “services of wealth”. 
*Howes: The American Law Relating to Income and Principal, 


Pp. 59. 
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brother who receives a legacy of $10,000 and allows it 
to accumulate until the capital is doubled. Only after 
the principal has doubled and its yearly yield is devoted 
to actual enjoyment, is the tax, in Prof. Fisher’s view, 
justifiable. From the standpoint of financial equity this 
proposal stands condemned. To exempt from an income 
tax altogether an individual whose power to support 
himself and family is thus constantly increasing, while 
imposing the tax on those of lesser means who do not 
thus augment their accumulations, is, I submit, a prima 
facie case of injustice sufficient to bar the restricted 
concept of income from being adopted in the financial 


glossary. 


Frank A. Fetter: We are discussing a question of 
terminology but not a question “merely” of terminology. 
In “the bright lexicon” of the newer economic criticism 
there is no such word as “merely” in application to ques- 
tions of terminology. Against such a word the literature 
of economic thought gives many warnings in the fallacies 
resulting from ambiguity of terms. “Merely” termino- 
logical differences soon appear in the form of real and 
practical differences when ambiguous terms are applied in 
the discussion of practical questions. Even in this case 
Professor Fisher has promptly deduced from his peculiar 
concept of income some peculiar conclusions as to the 
justice of certain forms of taxation; and at a time when 
economic theory and financial practice alike are leading 
to the taxation of the unearned increment on land held 
for speculation, Professor Fisher is led to condemn both 
this theory and this practice. 

Professor Fisher confesses that his conception is op- 
posed to the usual view of economists, of business men, 
and of accountants, and that therefore the burden of 
proof rests upon him. More than that, his denial that 


/ 
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additions to capital are money income is a paradox of 
the sort that economics is now generally rejecting. It is 
just such a paradox as that “rent does not enter into 
price”, or that “savings are at once consumed”, or that 
“demand for commodities is not demand for labor”— 
such paradoxes, once considered to be the quintessence 
of economic wisdom, are now, by economic criticism, 
being relegated to the lumber room. 

The very title of Professor Fisher’s paper presents a 
terminological question, and is misleading. The subject 
is not so much “Are savings income?” as, Is an incre- 
ment in the value of capital in a given period to be con- 
sidered money income? Whether or not that increment 
of capital, when it is at the disposal of the owner, will 
be saved or spent is a later question and not involved in 
our present inquiry. Our question and our-attention may 
be confined to the period within which the income accrues 
and matures. Professor Fisher’s critics contend for the 
almost universal business usage of the term income as 
an increment of business power expressed in money 
value. What is the kind of income here under discus- 
sion? The term “income”, rightly or wrongly, is applied 
to two (indeed, several) different things. We contend 
that the question here is of money income, whereas Pro- 
fessor Fisher has his attention fixed upon a different 
kind, namely, psychic income. He apparently agrees 
that capital as a business concept is the anticipated value 
or present worth of future psychic incomes. And he 
therefore concludes that in the period of its acquisition 
this capital is not money income to its owner. This is a 
non-sequitur. 

In Professor Fisher’s paper is meant by income evi- 
dently psychic income or value of the gratification. He 
presents us with a diagram which depicts the larger part 
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of the argument in his paper. But what do those lines 
mean? In themselves they are but chalk marks. The 
lines a, b, c, d, and e in his diagram represent the income 
when it is detached and converted into enjoyment, when, 
in so far, the capital ceases to be capital, and is converted 
into a present realized psychic result. At that moment 
the line does not represent a monetary income, but a 
monetary outgo. He is looking at the end and ultimate 
goal of the valuation process, whereas the business man 
is estimating the objective income, the money value ac- 
cruing in the period, regardless of whether that money 
will in the next period be saved or consumptively spent. 

The chief reliance of Professor Fisher in his rejection 
of common practice and common judgment is undoubt- 
edly his belief that the increments of capital value of 
future periods are not discounted from the present mo- 
ment as is the psychic income. It may be said that the 
question is not as to the discounting of future incomes, 
but as to the view to be taken and the term to be used 
in reference to past and present increments of value. 
He says that the increment of value up to date is not 
income. We say that it is, and, of course, if it is saved, 
not spent, and is added to capital, it will continue to 
contribute its portion to the subsequent increments of 
capital. It is this estimate up to date in any accumulative 
period that is in question here. Treating the past incre- 
ments of capital as income simply recognizes the incre- 
ments that have accrued to the moment. 

But the capital sums of an accumulating capital, taken 
at different points of time, are the actuarial equivalent 
one of another, when viewed from the present moment. 
The money income at the moment it occurs is the actu- 
arial equivalent of a later larger money income that will 
result from the saving of the present monetary income. 


Te en 
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With this thought in mind it is evident that the incomes 
a, b, c, d, e of.the diagram can be treated as Prof. Fisher 
treats them only on condition that they be consumptively 
used; in other words, that they be converted at that 
moment into psychic income. If they are kept by the 
owner and used normally and rationally, they accumulate 
in the hands of the owner.. If Professor Fisher transfers 
them to another capital account at that moment, it is 
simply concealing beneath a new bookkeeping entry a 
source of additional income for the future. If, therefore, 
incomes e¢, d, etc., are not detached from the owner’s 
capital, but merely given another entry in the accounts, 
the curve N n would be extended toward the right and 
upward. The money income of the earlier periods, being 
saved and added to the capital sum, become themselves 
the source of new increments of value in the succeeding 
period. And this shows again that the detached incomes 
of which Professor Fisher speaks, must be not money 
incomes, but money outgoes, consumptive expenditure of 
a part of the capital value. 

Indeed, there is here seen a difference between Pro- 
fessor Fisher’s mode of conceiving of the problem of 
income and the mode in business calculations. Professor 
Fisher is thinking of the income as subjective; business 
deals with income as objective or as objectively expressed. 
Professor Fisher thinks of the income as occurring only 
when it is detached from the capital, a conception true at 
the moment of monetary expenditure and psychic income. 
Business thinks of the income for the most part as oc- 
curring when it is attached to the owner’s capital, a 
conception true of the monetary income. These two 
conceptions have perhaps the relation that Professor 
Fisher elsewhere calls an interaction. Business practice, 
the logic of which we are defending, treats the income 





Are Savings Income—Discussion 55 


as occurring within the given period in which it either 
attaches or is enjoyed as usufruct. When a portion of 
the capital is spent for gratification, that much money 
value is detached and becomes psychic income. 

It must be recognized that the capitalistic estimate and 
expression of incomes is not an ultimate psychological 
analysis of the problem of value. It is an estimate of 
income in objective terms, but an estimate at once logical 
in its place and indispensable in practice,—a statement 
probably true of the whole “cost of production” concep- 
tion when rightly limited and understood. Professor 
Fisher’s use of terms flies in the face of usage. While 
thinking of the income as detached value, he ignores the 
significance of the present and past attached value. Once 
a disbeliever in psychic income, he now, with the zeal of 
an apostate, becomes intolerant of any other conception 
even when monetary income is the subject under discus- 
sion. Is a thousand dollars in money received as a gift 
not an income when it is received? Is a ten-thousand- 
dollar estate received by legacy not an income to the 
beneficiary? Is a hundred dollars earned within this 
month by personal service not income because it is not 
yet enjoyment? Is the hundred dollars interest received 
from a mortgage or the hundred dollars rental received 
from a farm not income? To all these receipts Professor 
Fisher must deny the name of income for the same reason 
he has denied it in his discussion and in his book. He 
does so deny, defending a conclusion out of harmony 
with common usage and theoretical expediency, a con- 
clusion only to be accounted for by his ambiguous use 
of the word income as both monetary and psychic. 


A. W. Fiux: I desire to express my appreciation of 
the valuable aid rendered to the clear understanding of 
the subject by the modes of presentation adopted by 
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Professor Fisher, but wish at the same time to call atten- 
tion to two points which have been mentioned in the 
course of the morning. 

The first is Professor Fisher’s treatment of deprecia- 
tion. I may suggest that, as the depreciation fund is a 
mere question of accounting, it is no new capital, being 
merely the recognition of the fact that the original capital 
had not been kept intact. It is convenient to proceed as 
if the opposite were true, but merely convenient. The 
disappearance of the capital originally present, and the 
creation of a depreciation fund, are concurrent processes 
in reality. Hence some part of the argument based on 
the treatment of depreciation as something set aside from 
time to time cannot be conceded to have its apparent 
force. I wish to direct attention also to a part of Pro- 
fessor Fetter’s claim, in which he seems to lay stress on 
that aspect of the changes in the fund of capital which 
is concerned with the building up of the interest from 
the parent stock, as well as, or even instead of, the view 
presented by Professor Fisher, of a change in which the 
approach of the time of realization of the services which 
the capital is expected to render, affects the valuation 
placed on that expectation. Professor Fisher deals with 
the changing capital values as related to future utility 
under varying discount, while Professor Fetter seems to 
desire to regard the changes as due to influences proceed- 
ing from the opposite end, creating income by applying 
capital in effective methods. It appears as if, in this case, 
the codrdinate importance of the consideration of cost 
and utility, which Professor Fetter will not admit in the 
value problem, is nevertheless the idea the validity of 
which in the field of the morning’s discussion he is pre- 
pared to champion. I hope the omen is significant of a 
“hange of views in regard to value and cost. 
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JoHN FRANKLIN CROWELL: The value of this distinc- 
tion between kinds of income is seen in comparing credit 
with cash assets. Credit income is book income, the 
accountants’ expression for net income at the time of 
making up his balance sheet. Cash income is bankable 
assets, on which one can actually draw for cash expendi- 
ture. The credit income has first to be converted into 
cash or its equivalent. The distinction appears clearer 
when we apply it to a given case. A business man says, 
“My year’s net income is $40,000”, while part only of it 
is in cash assets, and most of it in inventoried goods not 
yet converted into cash. But when the goods are once 
“detached”, that is, turned into cash by sale, their real 
income character is apparent. For this reason much 
importance has to be attached to the part which detach- 
ment plays in determining real income. For it is thus 
that capital is transferred or transformed into income. 


The undetached gains of business are still capital. De- 
tached, they stand on the.other side of the account and 
become a liability—-a real income against which one may 
draw in expenditure. 


Maurice H. Rosinson: While I find myself in gen- 
eral agreement with the conclusions which Professor 
Fisher has reached as a result of his investigations into 
the nature of capital and income, I think it would be a 
serious mistake in theory as well as in logical method 
to attempt to deduce from those conclusions the princi- 
ples that underlie an equitable system of taxation. An 
equitable system of taxation is, of course, one that dis- 
tributes the cost of administering a government equitably 
among the members of the state. Such a system is not 
necessarily one that takes equal proportions of all incomes. 
It may be that in certain cases and under certain circum- 
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stances an equitable system will take a larger propor- 
tion from the incomes derived from capital than from 
those derived from labor; or from incomes derived from 
capital invested in certain kinds of productive enterprises 
than from capital invested in certain other kinds. Presi- 
dent Hadley used to define an equitable system of taxa- 
tion as one in which the costs of government are placed 
upon the shoulders of those receiving its benefits in such 
a way that the respective burdens can be borne with equal 
ease. I confess that his views appeal to my own stand- 
ards of equity. Such a system would justify a progres- 
sive income tax and the omission of the smaller incomes 
altogether. It would not, it will be observed, take equal 
proportions from all classes of incomes. In other words, 
an equitable system of taxation is one that is based upon 
social ideals of equity as tested by practical experience 
in their application and not upon the exact determination 
of all incomes and their taxation on a percentage basis. 
Those who hesitate to accept the results of Professor 
Fisher’s analysis lest they be surreptitiously led into seri- 
ous errors in taxation or social reform may rest assured 
that any errors that they may hereafter commit in these 
fields will in the final analysis be found to be due, not to 
their ideas regarding the nature of capital and income, 
but rather to the acceptance and application of untenable 
theories in regard to these subjects. On the other hand, 
it seems to me that Professor Fisher would make an 
equally serious mistake in theory should he assume that 
the unequal taxation of incomes is on that account neces- 
sarily inequitable. 





AGRICULTURAL ECONOMICS. 


Rounp TABLE Discussion: T. N. Carver, Chairman. 


T. N. Carver: Inasmuch as this is the first round- 
table on Agricultural Economics, since it is, in fact, the 
first time the subject of agricultural economics has been 
recognized by the American Economic Association, it 
has seemed wise to devote most of our time to-day to the 
consideration of a preliminary question. That question 
may be stated as follows: What is agricultural econom- 
ics, what does it include, and what place ought it to have 
in a college course? It seems desirable to give some time 
to this question for the reason that there is some disagree- 
ment among men who are giving courses in this field as 
to what they ought to teach. 

In order to introduce the subject, to show that the 
economics of agriculture is a very old subject, and to 
furnish a basis for further discussion, I should like to 
call attention to the original meaning of economics as it 
was treated by Xenophon and Aristotle. Both treated it 
as the science and art of supplying means for the support, 
first of the household, and secondarily, of the state. 
Xenophon’s economics was simply a treatise on the man- 
agement of a household, but it was an agricultural house- 
hold. It may therefore be called the first treatise on 
agricultural economics. His discourse on the Revenues 
of Athens was his only contribution to public or political 
economy. Aristotle also, in various scattered passages, 
discourses on the means of providing support for the 
household. To the agricultural industries of tillage, 


pasturage, poultry and bee keeping he gives the name 
50 
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natural economy. Trade and commerce, as well as work- 
ing for hire, he treats as unnatural. 

Both treated the economics of the farm and the house- 
hold from the private rather than the public point of 
view, though the question of providing means for the 
support of the state was also discussed. In modern times, 
however, the public point of view has come to be more 
emphasized, mainly because the early medizval and mod- 
ern economists perceived that the state could secure ample 
means only when industry in general was prosperous. 
The question for the economist and the statesman there- 
fore became, how to make the whole country prosperous. 
This, I take it, is still the problem. We are still looking 
at the agricultural industry from the public point of view. 
We are concerned to know the conditions which will 
make for national prosperity through the prosperity of its 
most important industry or group of industries, namely, 


agriculture. However, this is merely the expression of 
an individual opinion which may serve as a text. We 
shall doubtless get real enlightenment from the remarks 
of the gentlemen who carry on the discussion. 


Kenyon L. BuTTeRFIELD: To my mind the field of 
agricultural economics cannot be properly defined except 
by approaching it from the standpoint of the rural prob- 
lem. The rural problem stated in broad terms is the pres- 
ervation of the class status of the farmer, industrially, 
socially, politically. Agricultural economics will consider 
the industrial features of this problem. 

On the other hand, agricultural economics must be con- 
sidered apart from farm administration, which has to 
do with the business management of a farm by the in- 
dividual manager or owner. 

It is important, therefore, to segregate agricultural 
economics from the other departments of rural social 
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science on the one hand, and from farm administration 
on the other hand. At the same time the differentiation 
must not be too sharp. The social and political relation- 
ships of the industry must be constantly kept in mind in 
studying industrial questions. So too, the student of 
agricultural economics will consider very carefully and 
in detail the business problems of the individual farmer. 
I think, indeed, that the teacher of agricultural economics, 
while delimiting his field pretty carefully, and while 
having a thorough grounding in economics, will also be a 
careful student of technical agriculture and farm ad- 
ministration as well as of rural social science as a whole. 
On the other hand the teacher c_ farm administration 
should be first of all a technically trained man, but he 
ought also to have a thorough comprehension of agricul- 
tural economics. 


Agricultural economics as thus defined should be a 
university study, but it should also be given in the agri- 


cultural courses of the land-grant colleges and if possible 
required of all students. Farm administration for such 
students is the more immediately practical, but they 
should also have the broader point of view which will 
come from studying agricultural economics. 

With respect to subject matter, in my opinion there 
should be a careful study of the economic characteristics 
of the agricultural industry ; furthermore, the relation of 
agriculture to other industries should be carefully worked 
out. But I think that for most students in our agricul- 
tural colleges the best approach to the subject will come 
through descriptive courses outlining the broad industrial 
problems of agriculture as they exist to-day. 

I should also like to emphasize the importance of a 
thorough-going, intensive, and long-continued inductive 
study of the agricultural industry and of the concrete 
problems connected with it. 
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Epwarp D. Jones: On the subject assigned to me, 
Economics of Agriculture in the Work of an Economist, 
I would like to say a few words about its use to a teacher, 
its use toa student, and the opportunities for investigating 
agricultural economics which are presented by the agri- 
cultural schools. 

We are in a period when economists are applying them- 
selves to the collecting of data in many fields never before 
worked. A few years ago J. E. T. Rogers criticised the 
science by saying, ‘““Two things have discredited political 
economy—the one is its traditional disregard for facts; 
the other its strangling itself with definitions.” In the 
earliest period in this country economics was under the 
influence of deductive reasoning, and later of the German 
historical school. More recently its students have scat- 
tered in every direction; at first to study finance, money, 
banking, and transportation ; then to make thoroughgoing 
technical studies in connection with various economic 
problems ; finally to investigate in the field of production 
in agriculture, manufacture, and commerce wherever 
‘ there was promise of discovering valuable principles or 
advancing the knowledge of the structure and processes of 
industry. As in physical science every student, no matter 
how limited in resources, is expected to have some sort of 
a laboratory, so in our science, blessed with a most exten- 
sive laboratory for observation, if not experiment, every 
student should be urged by the force of professional 
opinion to first-hand investigation along some line. The 
merits of agricultural economics, as a field for such in- 
vestigation, are, the possibility of carrying it on at all 
places, the unusual aid offered by government, the variety 
found within the agricultural industry, the intellectual 
refreshment offered by passing from general to concrete 
facts, (few books are more fascinating to an economist 
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than the Yearbooks of the Department of Agriculture), 
the tendency of the subject to check undue development 
of the distinction-spinning habit of mind, and finally the 
obvious and abundant usefulness of the work. 

The besetting difficulty with the college student who is 
endeavoring to master the principles of economics is his 
ignorance of the industrial organism and process which 
these principles are intended to explain. The result of 
this is that the principles seem unreal and the student 
often obtains an exceedingly fleeting hold upon them. 
In conjunction with instruction in the principles, or 
immediately afterward, there should be provided studies 
of a more concrete nature, investing these principles with 
reality by showing their relation to concrete facts, either 
inductively developing them from concrete cases or ap- 
plying them to such cases. As a candidate for per- 
forming such a function in a curriculum of economics, 
agricultural economics presents the advantages of in- 
volving an easily understood contact between physical 
and economic forces, of giving opportunity for the study 
of commercial geography or warenkunde, if desired, of 
involving in itself the utmost variety, of presenting the 
case of a truly productive industry of thoroughly whole- 
some economic tendencies, and of leading easily to some 
of our most important national economic problems such 
as irrigation, forestry, and the public land problem. 

In conclusion a word upon the agricultural colleges. 
The Morrill Act of 1862 and the Hatch Act of 1887 
created our system of agricultural colleges and experi- 
ment stations. In 1890 the second Morrill Act offered a 
sum, beginning at $15,000 and increasing to a maximum | 
of $25,000 annually, to any state or territory which 
should institute teaching in agriculture, mechanical arts, 
English, mathematics, physical and natural sciences, and 
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economic science, the latter being specifically mentioned 
in the Act. As a result of this legislation there were in 
1905, 43 institutions giving instruction in “economic sci- 
ence”, 14 spending less than $1000, 13 spending between 
$1000 and $2000, and 16 spending over $2000. These 
institutions possess advantages for the carrying on of 
investigation along certain lines in agricultural economics. 
The opportunity should not be overlooked by the friends 
of economic science. The members of this Association 
should not miss an opportunity to recommend for such 
positions men with ability to investigate the middle 
ground betweeen agriculture and economics and should 
not fail to give to all worthy investigations encourage- 
ment and recognition. 


R. P. TEELE: I have been asked by the chairman to 
present the conception of agricultural economics held by 
the U. S. Department of Agriculture. 

There is in the Department no bureau nor division 
which is charged with the study of agricultural econom- 
ics, as such. However, every bureau and division has, 
or should have, constantly in view the economic value of 
the work which it is doing. Each studies certain elements 
of agricultural economics as a part of its own science, but 
such a study does not require the defining of agricultural 
economics, and, therefore, we have in the Department no 
authorized definition. 

However, I find that the Office of Experiment Stations 
of the Department has published a definition and outline 
prepared by the Committee of the Association of Ameri- 
can Agricultural Colleges and Experiment Stations on 
Methods of Teaching Agriculture. This Association rep- 
resents practically all the agricultural colleges and experi- 
ment stations in this country, and this definition, coming 
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from such an association, is backed by a considerable 
weight of authority. The definition and outline follow: 


SYLLABUS OF COURSE IN RURAL ECONOMICS. 


Rural economics treats of Spee as a means for the production, preser- 


DsFINITION 4 


History OF 
AGRICUL- 4 
TURE. 


FARM MAN- 
AGEMENT. 





vation, and distribution o 
lants and animals. 


wealth by the use of land for the growing of 
It may include the development of agriculture as a 


usiness (history of agriculture), as well as the facts and principles of 
farm management under present conditions. 


Development of different forms. 


Agriculture in different periods 
(with special reference to land 
tenure, equipment, labor system, + 
prominent products, social and 
financial condition of farmers). 





Equipment 








Grazing. 

Plant industry. 
Mixt husbandry. 
Special farming. 


1, Prior to 500 B.C. (Egyptian.) 
. s00 B.C. to sco A. D. (Gre- 
cian and Roman.) 
soe A. D. to rs00 A. D. (West- 
ern Europe—feudal system. 
. 1500 A. D. to 1800 A. D. (Es- 
pecially in Great Britain.) 
V. 1800 A. D. to 1900 A. D. (Es- 
pecially in United States.) 


Value as determined by location, 
suitability, etc. 
Purchase, rental, and sale. 


Taxes. 
Cost of maintenance. { Rents. 
Interest. 


Legal requirements. 


Buildings. 
Fences, 


Nature (as related to roads, wells, 
drains. 


particular kinds of 


farming). Implements. 


Live stock. 
Value. 


Taxes 
P Insurance. 
Cost of maintenance. Repairs. 
Feeding. 
Legal requirements. 


Systems (wage, share, tenant). 

Contracts, including methods of payment. 

Cost, as affected by labor supply, use of machinery, 
nature of work, etc. 


Management. 


§ Methods an 
t 


d cost (with reference to different systems 
of farming). 


Preparation for market. 


Choice of market. 
Transportation. 


Method and cost of sale. 
Legal requirements, e. g., weights, measures, packages 
commissions, inspection. 


Crop records. 


Feed and milk records. 


Breeding records. 
Inventories. 
Bookkeeping. 
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In my opinion this definition is too narrow, since it 
limits rural or agricultural economics to the field of the 
individual farmer, excluding the relations of the State 
to agriculture, and all outside factors which have an 
influence upon the agricultural industry. Therefore, I 
propose the following definition : 

Agricultural economics treats of the principles which 
guide the individual farmer in the apportionment and 
use of his means of production, and the factors which 
influence the production of wealth by means of agricul- 
ture, or the distribution of wealth produced by this means. 


This definition excludes, on the one hand, agricultural 
technology ; and, on the other hand, those social questions 
which, however important in a study of the whole subject 
of rural life, have only a remote bearing upon the pro- 
duction and distribution of wealth. 

Having defined agricultural economics in this way, the 
question whether this or that should be included must be 
determined by its influence upon the agricultural industry. 

In a course of study those factors having the greatest 
and most evident influence upon the agricultural industry 
should be taken up first, going farther and farther 
afield as the time to be given to the course increases. The 
field for research work would be on the outer limits of 
the field for teaching, tracing the influence of various 
factors upon the business of the farmer. Looked at in 
this way agricultural economics does not deal with a 
given body of subject matter; it looks at the whole field 
of human activity from a given standpoint—the effect 
upon agriculture as a means of producing wealth, or 
upon the distribution of wealth produced in this way. 


F. W. Brackmar: Agriculture in the arid region 
where tillable land is relatively scarce furnishes many 
lessons of intensive cultivation. The first expense of 
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getting water upon the land and the fixed charge for 
maintenance induce farmers to make each foot of soil 
yield the largest possible return. On the land where 
several crops are grown in a single year, the tillage and 
harvest become a steady business uninterrupted by storms 
or cloudy weather. As the soil is new and fertile, and as 
the water itself usually carries sufficient fertilizer to re- 
plenish the waste, the crop is sure. As the amount of 
tillable soil is small in proportion to industries the demand 
for products makes a good market. Under such circum- 
stances farming becomes an investment of capital with a 
constant and safe return on the investment. Economi- 
cally, farming partakes of the nature of manufacturing. 
The prices of land become fixed by the income and reach 
high marks, some of them in well developed orchards 
reaching the fabulous sum of $2000 per acre. The con- 
ditions lead to a scientific study of soils and application of 
water; to a study of the adaptation of crops to the soil, 
and a careful consideration of methods of cultivation. 
The need of agricultural schools and experiment sta- 
tions is great, and where they have been instituted they 
have been of great service. The principal things to be 
taught are analysis of soils, methods of irrigation, 
amount of water used, the processes of tillage, caring for 
crops and their marketing, feeding of stock, and the 


question of repair of waste of lands. 


One of the most useful crops in this region is alfalfa, 
the cultivation of which began in California and gradually 
extended eastward to eastern Kansas and Nebraska. Its 
value will soon be recognized in the middle west and on 
the Atlantic coast. It has power in excess of other clovers 
to rejuvenate and to restore soils that have been worn by 
heavy croppings, as it takes the nitrogen from the air 
and restores it to the soil. It is especially valuable in 
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the arid region as a forage plant to supplement pasturage 
on the range. It thus makes stock raising a stable in- 
dustry by preventing depletion from starvation and 
freezing of stock. The arid region to-day is a re- 
sourceful field for experimentation in agriculture. Its 
importance is overlooked from the fact of the immense 
tracts of mountain and desert that may not be brought 
under tillage. Yet the development of this country will 
exceed all previous estimates. In the region once called 
arid there are now over 10,000,000 people and 50,000 
miles of railroad. There are over 10,000,000 acres 
under irrigation. It is estimated that at least 100,- 
000,000 acres may be eventually placed under irrigation. 
The number of acres will be greatly increased by the 
process of “dry farming’’, under light rainfall. It is safe 
to estimate that through agriculture, manufacturing, 
transportation, and mining the district once called 


arid, exetnding from Eastern Kansas to the Pacific slope, 
will support a population of 100,000,000 people. Under 
such conditions the study to preserve the soil is a mo- 
mentous question, for there is no reason why land should 
wear out if it is scientifically tilled. 


Joun G. THompson: As a basis for this discussion 
I desire to recall to our minds the position taken by 
Adam Smith and by Ricardo, respectively, in regard to 
wealth and value. The former emphasized, though not 
exclusively, wealth—the production side of industry. 
Ricardo, however, distinguished sharply between wealth 
and value, and emphasized the latter almost exclusively. 
That is, Ricardo concerned himself with value and with 
distribution. 

The limitation in the supply of economic goods which 
afforded a basis for value was, according to Ricardo, a 
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natural limitation chiefly. Monopoly was the exception 
and hence not to be regarded. Since the days of Ricardo, 
however, conditions have changed, and monopoly or 
artificial limitation has advanced far in respect to labor 
and capital. Agriculture, representing the third factor 
in production, has, on the contrary, remained essentially 
unmonopolized and unorganized—as recently pointed out 
with admirable clearness by Dean Bailey, of the College 
of Agriculture, Cornell University... There are, how- 
ever, indications that the farmers are awakening to the 
advantages which organization and control of compe- 
tition may afford. We have been hearing recently of 
“farmers’ unions”, of “controlled marketing”, of “mini- 
mum prices” for farm products, of “restriction of output” 
(reduction of acreage), and of “shorter working hours” 
for the farmer. We hear the term “scab” applied to the 
non-union or independent farmer—the “dumper” who 
ruins the market by overloading it. We even hear, I am 
sorry to say, of violence, emanating from some source 
and offered to the independent farmer. We hear such 
highly significant expressions as “the crop-rich but 
money-poor farmer’, and “the market side of farming 
is the most important side”. 

The marked tendency toward the improvement of 
agriculture on the technical side, and this tendency of the 
farmers to thus limit competition among themselves con- 
stitute the two most important phases of development in 
reference to agriculture in the United States at the pres- 
ent time. The former tendency, which is represented by 
the organization of technical agricultural schools from the 
university down and by numerous technical agricultural 
journals, corresponds in a general way to the phase of 
industry emphasized by Adam Smith, that is, production, 


*Century 72: 410-416 [July, 1906]. 
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the larger creation of wealth—literally the ‘wealth of the 
nation’. It has thus—and rightly—commanded the widest 
approval and support both of the public at large and of 
the state in its organized capacity. The tendency among 
farmers to limit and control competition, on the other 
hand, corresponds to that phase of industry empha- 
sized by Ricardo, that is, the creation, not of wealth, 
but of value, and which has to do with distribution 
rather than with production. It is pointed out by those 
who participate in this movement that mere improve- 
ment in technical production will not necessarily help 
the farmer, and in proof of this assertion they point 
to the fact that a short crop often brings the farmer a 
greater value than a bounteous crop. Indeed, open op- 
position is sometimes expressed toward the technical 
agricultural schools on account of their attempts to in- 
crease production. This tendency among farmers to 
limit competition has attracted far less attention than the 
movement to improve the technique of agriculture, and 
naturally enough has not received the same commen- 
dation from the public. Nevertheless, as a class move- 
ment, it has enormous potential significance; for the 
proper balancing of the interests of agriculturists as a 
class and of the public at large requires that neither the 
value side nor the wealth side of agriculture be neglected. 

Finally, this analysis seems to throw some light upon 
the general question of the meaning of the term 
agricultural economics. It appears that generally speak- 
ing we should contrast agricultural economics with agri- 
cultural technique rather than with economics in general 
or with some other so-called special branch of economics 
—as railway economics. That is, we should emphasize 
the word economics rather than the word agricultural. 
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W. A. Peck: The work of the office of Farm Man- 
agement in the United States Department of Agricul- 
ture has been divided into four sections, each having 
a distinct line of investigational work. One of these 
is the section of farm economics, in which a detailed 
study of farms is made. This study treats the farm and 
the lines of productive activity as definite units, and deals 
with the economic relation existing between the factors 
of production, land, labor, and capital. It is to this phase 
of farm management work—the detailed study of farms 
—that I wish to call your attention. It is this phase of 
farm management investigations that is so economic in 
character, and which, if carried to a successful conclu- 
sion, will provide data for putting farms under a good 
business organization, and at the same time provide 
economists with material for working out fundamental 
principles to be used in our educational institutions, and 
also in developing and maintaining an intensive agricul- 
tural industry. 

This detailed study of farms consists in getting at the 
exact daily distribution of labor. Every half hour of 
labor for every individual worker as it is distributed over 
the various lines of activity is secured. Daily statements 
of all sales and expenses, feeding rations, performance 
records, pasturing notes, etc., are secured. Complete 
farm inventories are made, farm fields are accurately 
surveyed, and the acreages in the different crops deter- 
mined. This work is carried on in codperation with the 
best farmers that can be found. The farmers are ex- 
pected to keep only the crudest records, all the tabu- 
lations being made by the office of Farm Management, 
at Washington. The Department furnishes the forms 
used by the farmers, gives the franking privilege for 
sending in reports, and at the end of the season or year 
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furnishes the farmer with a tabulated statement showing 
the results of his management. Only those farmers who 
are interested in getting at the results of their own 
management are encouraged to take up this codperative 
work. 

To bring out the relation that the purpose of this de- 
tailed study of farms has to some of the practical farm 
problems a few suggested concrete examples may be of 
interest. The purpose, as has been stated, is to provide 
data for bringing all parts of the farm into their most 
economical relationship—in other words, to combine land, 
labor, and capital goods in connection with managerial 
ability so as to produce maximum net returns. This state- 
ment of purpose embodies the law of diminishing returns, 
and many other economic principles. Treating the farm 
as a unit—what is the proper size of a farm, just how 
much capital should be invested in live-stock, in fences, 
buildings, machinery, etc., and in what varying acreages 
should the crops be grown? In plowing what size plow 
should be used, how deep to plow, etc.? In producing a 
corn crop how many times to disc or harrow, how many 
times to cultivate, what machinery to use? In producing 
a pound of milk or butter fat how much should be in 
vested in a cow, what kind of feed should be fed, and 
how much of each kind? Then there are the competing 
and supplementary crops—when do crops or lines of 
work compete, and when are they supplementary? 

It will be observed that these questions suggest a rela- 
tive study—that the point of diminishing returns or 
greatest utility of any given line of production can be 
determined only by knowing the relation that exists be- 
tween the different factors of production. The question 
of the proper combination of these factors must be an- 
swered for practically every distinct line of farm activity, 
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and the farmer’s problems are intensified by the uncer- 
tainty of the natural elements, as climatic changes, soil 
variations, the labor supply, etc., and the elements affect- 
ing the distribution of marketable products. 

It will be apparent that no distinct line separates farm 
management from agricultural economics. Practical 
farm management problems form the basis for the study 
of economic principles. Economic principles practically 
applied to agriculture will materially assist in perfecting 
the farm organization and developing intensive rather 
than extensive farming, both in the production and dis- 
tribution of products. 


Epwarp C. ParKEeR: The subject matter for Agricul- 
tural Economics should be chosen according to the class 
of students to whom the subject is to be given. If agri- 
cultural economics is to be offered as an advanced course 
of general interest to academic students, it is my opinion 


that the subject matter should not be of the same nature 
as that offered to students in agricultural colleges who 
are fitting themselves to be farm managers, editors or 
experiment station workers. A large part of pure eco- 
nomics as taught in the elementary courses has a direct 
relation to the subject of agriculture. In studying the 
factors of production land is thoroughly discussed, and 
the law of diminishing returns and rent are based almost 
entirely upon agriculture. The agricultural student should, 
by all means, begin his study of business with the study 
of economic theory, and following this logically he should 
study current economic and political movements which 
affect his business. The following topics are suggested 
as being well fitted to the needs of agricultural students 
in advanced courses: 1. The acquisition of land in the 
United States; 2. Population and food supplies in the 
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United States ; 3. Crop statistics and their use; 4. Govern- 
ment reclamation and drainage service; 5. Tariff and the 
American farmer; 6. Country life education; 7. Land 
tenures, ownership and leasing; 8. Speculation in farm 
products; 9. Taxation of farm property; 10. Mutual 
insurance; 11. The marketing of farm products, includ- 
ing a discussion of codperative and organized movements 
among American farmers. 

Having studied economic theory and current economic 
and political movements affecting agriculture as an in- 
dustry, the subject of farm management can be taught 
with better results than in the case of students who have 
not received such preliminary training as outlined. Farm 
management should be taught from the point of view of 
the practical farm manager rather than the point of view 
of the economist who studies and observes agriculture 
as an industry, and is rarely conversant with the princi- 
ples of farm management and their application. The 
following topics are suggested as suitable for a course 
in farm management: 1. Opportunities in agriculture as 
compared with other industries. 2. Cost of production 
studies. 3. Extensive, diversified and intensive systems 
of agriculture defined. 4. Operating expense, gross re- 
ceipts and net receipts of farms under various systems of 
management. 5. Factors which influence the most profit- 
able size of farms and the system of farming. 6. Over- 
capitalization and under-capitalization in agriculture; re- 
lation to profits. 7. Relation of crop rotation and live 
stock to farm management. 8. Planning farms. 9. 
Farm labor. 10. Usefulness of farm accounts. 

The discussion of these subjects and their application 
to the management of farms would rarely be interesting 
or beneficial to the general student. A general course in 
Agricultural Economics similar to courses offered in 
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Money and Banking, Public Finance, and Railroads 
should, in my opinion, consist of material of a more 
historical and general nature than the outline I have 
presented. 


Davip Kintey: The field of agricultural economics, 
like Gaul, may be divided into three parts: First, those 
portions of general economics which are of interest to 
the farmer as a business man, in the same way that they 
are of interest to other business men. Such, for example, 
are the general subjects of taxation, transportation rates, 
the tariff, the money question, and so on. The second 
portion of the field may properly be called the economics 
of agriculture, and comprises the economics of farming 
considered as a private business. Under this division we 
would discuss such topics as the organization and man- 
agement of the farm. The question to be answered here 
is: How can the business of this farmer or that farmer 
be so conducted as to yield him a net profit? This is a 
division of the field of private industrial economics, and 
is to be compared with the study of any other business, 
such as that of a railroad corporation, from the same 
point of view. In this field also we would discuss such 
topics as the comparative cost of production of beef, for 
example, in Illinois and Argentine. It is a matter of 
considerable importance to the Illinois farmer if Argen- 
tine beef can be sold in Europe at a smaller price than the 
American beef. We are bound to inquire into their 
technical methods of production and marketing in order 
to change ours, if necessary. 

We all know, however, that in farming, as in other 
lines of business, a course of action that may yield a 
profit to the individual or the class may not be in conso- 
nance with the public welfare. This thought leads us to 





76 American Economic Association 


the third division of agricultural economics, which I may 
call the social reaction of private agricultural economics. 
Here we must inquire into the effects produced on the 
public welfare by particular systems of farming, and 
insist that these shall be adjusted so that they shall at any 
rate not militate against the social welfare. We would 
be bound to consider in this division such matters as 
tenant farming, the impoverishment of the soil, the move- 
ment and condition of the rural population, and so on. 

These three divisions, of course, are not sharply sep- 
arated. The topics will more or less run into one another. 
Nevertheless, there is a broad difference in the character 
of the subjects and the treatment to be given them. Much 
of the vagueness in the discussion of agricultural eco- 
nomics arises from our failure to separate the second 
division sharply from the others. 


B. H. Hrssparp: If agricultural economics can be ac- 
curately defined, there will hardly be room for wide dif- 
ference of opinion as to the scope and outline. The 
name “economics of agriculture” would probably be less 
in need of definition, but the naturalness with which the 
expressions “engineeririg economics” and “agricultural 
economics” are adopted may be argument enough to 
warrant the use of the shorter terms. Agricultural eco- 
nomics, in the first place, is a branch of economics; it 
implies a close relationship and acquaintance with agri- 
culture. On its technical side, however, it must be rec- 
ognized that it is economics and not agriculture; and the 
economist who undertakes its study will approach the 
subject in a way entirely similar to the manner in which 
he would undertake a study of labor or transportation. 
Farm management and agricultural economics have much 
in common, but it will probably be found advisable not to 
merge them. 
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Agricultural economics is that branch of economics 
which treats of the industrial principles pertaining to the 
farmer and his business. This is not an ambitious defini- 
tion; it assumes that the meaning of economics is already 
understood. Indeed, it would seem that there should be 
not only a study of the definition of economics, but of 
the usual outline course in the elements before under- 
taking the special study of the principles underlying the 
business of agriculture. This is for the same reason that 
a musician studies music before he specializes on operatic 
or sacred selections; for the same reason that an en- 
gineer studies arithmetic, trigonometry, and calculus be- 
fore specializing in railway engineering, nothwithstand- 
ing the fact that argumentation and politics may later 
prove his most valuable stock in trade. 

In agriculture we find land, labor, and capital, the 
indispensable factors of production. We find exchange, 
distribution, and consumption accompanying and follow- 
ing production. We find the use of money and credit, the 
importance of taxes ; in short, the many-sided phenomena 
of value permeating the business of agriculture as they do 
all other businesses. It is not convenient to stop a dis- 
cussion of the value of farm land and go into the larger 
subject of value, or rent, or capitalization, any more than 
it is convenient to stop an orchestra to decide how many 
beats to the measure should be given in six-eight time. 

If, then, it can be agreed that the outline course is 
needed before the special courses are begun, it may be 
suggested that the outlines be followed by the history of 
agriculture. This will be long or short according to the 
tastes and information of the teacher and the opportuni- 
ties and facilities at hand. That any well-informed 
graduate of an agricultural course should be familiar 
with the history of his science hardly admits of argument. 
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Closely connected with the history should come a careful 
comparison of agricultural systems, and a study of agri- 
cultural geography. Where but one or two semesters are 
given it will probably be desirable to go at once from the 
outline to agricultural economics. It is intended that the 
courses thus far be of such nature that general science 
students might find them profitable. 

As a working basis the following outline is submitted : 


Agricultural Economics. 
A. Fundamental Theory. 
I. Land: 
1. Public land becomes private. 

Policies of the nation and states. 

Principles in the early selection of land. 

The same under later conditions. 

Size of farms and estates. 

Usual forms of land tenure. 

Rent. Relation of rent to value; relation of 
agricultural land values to urban land values 
and to other forms of investment. 

Actual values. 

Land credit. 

Land registration. 

These suggestive topics will stand much expan- 
sion. 


II. Labor: 


1. Historical survey. 

2. Present Problems. 
(a) Social distinctions. 
(b) Relation to machinery. 
(c) Wages. 


III. Capital: 
1. Methods of obtaining capital. 
2. Amount required, and amount actually in use. 
3. Varying forms in which farm capital appears, 
e. g. machinery, live stock. 
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IV. The coérdination of the three fundamental factors: 
1. The farmer usually an entrepreneur, landlord, 
capitalist, and laborer combined. 
2. Intensive and extensive agriculture. 


Specific questions. 
I. Social conditions. 
II. Farm accounts. 
III. Political power. 
IV. Tariff. 
V. Taxes. 
VI. Transportation. 
VII. Prices. 
VIII. Education. 
IX. Organizations. 
Slowness to combine. 
The grange. 
The alliance and kindred organizations. 
Farmers’ institutes and congresses. 
Fairs. 
Coédperative undertakings. 
(a) Farming. 
(b) Insurance. 
(c) Stores, general. 
(d) Buying special supplies, as twine, 
machinery, seed. 
(e) Selling, as cattle, cotton, grain, fruit. 
(f) Manufacturing (and selling), as 
butter, cheese, canned goods, 
packing house products. 


H. C. Taytor: The point of view taken by Professor 
Hill surprised me at first ; and yet I am ready to grant that 
in the solution of two important questions at least, his 
viewpoint may be the proper one. For instance if the 
young man is deciding whether to be a farmer or to enter 
the industries of the city, and again when deciding what 
proportion of his energy is to be devoted to making 
money and what proportion to improving his mind and in 
serving the community and the state, other than eco- 
nomic motives may well guide him in his decision. But 
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having decided to be a farmer and to devote a certain pro- 
portion of his time to this business, the economic ideal of 
the largest total net profit should be the guiding principle. 

The outline presented by Professor Hibbard contains 
the more important topics which should be taken up in the 
field under consideration. The arrangement is not what I 
would want to follow, but that is a matter of less im- 
portance than the content of the course. Professor 
Parker’s paper brings into the light many of the im- 
portant details of a part of the outline presented by 
Professor Hibbard, and the work outlined by Mr. Peck 
shows us how we are to get the facts for a solution of 
many of the problems of agricultural production. The 
proportions in which the factors of production should 
be brought together in order to get the largest net profit, 
is the central problem which is now being taken hold 
of by Mr. Peck and his co-workers. 

I wish to call attention to the foreign literature of the 
subject as indicating the scope of the field of Agricultural 
Economics. The two best representatives of the Ger- 
mans in this field are Roscher and Goltz. The former in 
his Nationaloekonomik des Ackerbaues discusses the 
economic problems of the farmer from the viewpoint of 
the statesman, whose object it is to regulate and promote 
agriculture by the proper legislation. Von der Goltz, in 
his Landwirtschaftliche Betriebslehre, deals with the 
same questions from the viewpoint of the individual 
farmer. The fact that the subject was divided in this 
way by these eminent men seems to point to the sound- 
ness of the position taken by some of the speakers here 
this afternoon, and yet I doubt if the results justify this 
conclusion. Had Roscher devoted more time to agri- 
culture from the viewpoint of the farmer his work would 
have been of greater use to the practical legislator. Goltz 





Agricultural Economics—Discussion 81 


gave lectures on Agrarpolittk, which were later pub- 
lished. Following this example, Professor Conrad and 
Professor Sering include both the point of view of the 
farmer and that of the agrarian statesmen in their uni- 
versity lectures on agricultural economics. In France 
the best representative of this line of work is Jusier, who 
in his Economie Rural and his Legislation Rural covers 
both phases of the subject. The tendency is, I believe, 
for the man whose preparation is all along agricultural 
lines to want to divide up the field and take the part he 
is prepared to work, and for the man whose preparation 
has been largely along the line of general economics 
to prefer to deal only with the external relations of 
agriculture, but as one whose training has been equally in 
agriculture and in economics I have the desire to work 
both phases of the subject, for the reason that the one 
throws much light upon the other ; in fact the two are one. 


W. D. Hoarp: The study of agricultural economics 
needs, first, well organized knowledge concerning the 
concrete facts of agriculture and their relation to each 
other ; second, a skillful judgment of methods, in dealing 
with those facts. With the thinker and farmer every- 
where, is seen a lack of this thorough organization of 
knowledge and method. Of what use is it to attempt tv 
deal with the organized forces of nature with disorgan- 
ized knowledge and judgment? It is this condition of 
mind that makes of the professor, very often, a mere 
abstractionist and the farmer a blind worker amid forces 
and principles he does not understand. The more simple 
we can make our definitions, the more comprehensive will 
be our judgment in dealing with economic problems. To 
adjust the facts of agriculture to their best agreement, in 
given results, is the essence of economics. Out of such 
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study comes the application of the wisest methods. We 
must know the science of the thing. But abstract science 
leaves the work undone. Results are not achieved. The 
real economist unites a knowledge of why with the truest 
judgment of how. In my experience as a farmer, I must 
pay constant attention to a study of methods, keeping in 
mind strict obedience to principles. I must think and 
work towards a correct expression of my purpose. I 
must know what nature is and what I can do with her. 
Beyond the nature of things, I cannot go. Therefore, to 
know what to do, I must know the nature of the thing I 
am dealing with. Unfortunately, the men who are inter- 
ested in these questions are divided into two camps, the 
thinkers and the workers. There can be no clear con- 
ception of farm economics until they are united in the 
one person. Both forms of knowledge are necessary to 
prevent uneconomic thought and action. If I waste fer- 
tility—-employ two acres, two animals, machines or men, 
to do the work of one—it is uneconomic. If I do not 
think, as well as work, constructively, in obedience to a 
well-defined purpose, it is uneconomic. Thus far, at 
least, have I gone in the study of agricultural economics. 


Joun M. Gtenn: I wish to call attention to the fact 
that the question of rural economy is one that is likely 
to affect the city as well as the country. If we can make 
country life more attractive and livable, we will tend to 
cut off the stream to the city and to draw out some from 
the city crowds. 





TRANSPORTATION—THE BASIS OF REASON- 
ABLE RAILWAY RATES. 


RounpD TABLE Discussion: B. H. MeryEr, Chairman. 


B. H. Meyer: In opening this session of the Round 
Table on Transportation I desire to state briefly the 
reasons why I selected as the subject for discussion at 
this meeting “The Basis of Reasonable Railway Rates”. 

Many years before the railway came upon the scene 
both common and statute law had declared that the rates 
of charge for public service must be reasonable. The 
element of reasonableness was retained as one of the 
common and statute law provisions governing railway 
rates when railways were first introduced. Numerous 
courts have interpreted these provisions of law, but one 
looks in vain through laws and decisions for anything 
like a definite and tangible rule for establishing reason- 
able railway rates. The empirical methods of the rate 
makers of the railway companies afford only incidental 
assistance in reaching a decision with respect to the abso- 
lute reasonableness of a rate. The risk, commercial con- 
ditions, competition, what the traffic will bear, and all the 
other well-known factors in empirical rate-making, when 
taken by themselves, do not afford secure anchorage. One 
may give due weight to all these things and yet be utterly 
at sea when really critical or nicely shaded rate questions 
arise. The history of railway rates and rate-making has 
not yet been written. However, enough is known of this 
history to justify the statement that in the United States 


at least the whole question is still in confusion. I do not 
88 
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wish to be understood as belittling the efforts of the many 
men who have been at work upon this problem during 
many years of the past. Many excellent ideas have been 
expressed and many practical rules of permanent value 
have been formulated. In fact, it is true that a proper 
synthesis of all that has gone before will afford us every 
possible rule for the present. What is needed is an 
agreement as to fundamentals. 

Every one present is familiar with the history of rail- 
way legislation of the immediate past. Some of the best 
laws that have ever been enacted have been enacted during 
the last three years. Some of the very worst also fall 
into that same period. But at no time in the railway 
history of the United States has there existed more 
serious antagonism between the different interests than 
during the last few years. Generally speaking, and leav- 
ing out of consideration whatever there may have been 
of malice in isolated spots, this antagonism can be traced 
back to the lack of agreement regarding fundamental 
rights and duties. Add to this legislative situation the 
distress in the financial world with its feeling of mistrust 
and uncertainty, and there is presented to our view a 
situation which demands the best thought of the best 
thinkers. Never has there been greater need for 
the establishment of guide posts in railway matters, 
which shall be capable of being seen and understood by 
all men, than at the present time. 

As stated before, laws and courts have decreed that 
the public is entitled to reasonable rates, and that the man 
who devotes his property to the public use is entitled to a 
reasonable return on that property. Good service and 
reasonable rates are the rule of fair play. The people 
should not be asked to pay more than is reasonable for 
the service performed, and the railway companies should 
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not be asked to conduct traffic at rates which will not 
enable them to pay fair dividends and maintain their 
property in the highest state of efficiency. A reasonable 
rate will permit all this being done. Therefore it is 
essential to know how to make a reasonable railway rate. 

The Railroad Commission of Wisconsin has been 
obliged to answer this question many times. We have 
followed certain definite lines, beginning with the general 
proposition that every branch and class of traffic shall 
contribute its fair share to the revenues of the company, 
and, as a corollary to this, that the cost of transporta- 
tion shall be duly weighted among the other features 
which determine the reasonableness of the rate, such as 
value, risk, space, etc. My colleague, Mr. Erickson, will 
describe briefly some of the methods which the Railroad 
Commission of Wisconsin has employed, and Mr. Smal- 
ley, of the faculty of the University of Michigan, will 
read another brief paper, after which we shall resort to a 
free floor for everybody. Each speaker will be limited 
to five minutes at one time. Because of the more general 
character of Dr. Smalley’s paper, we listen to that first, 
before taking up the rather special and concrete discussion 
of Mr. Erickson. 





THE BASIS OF REASONABLE RAILWAY 
RATES. 


HARRISON STANDISH SMALLEY. 


As the time assigned for this paper would not be suf- 
ficient for a presentation, even in outline, of the large 
subject with which it deals, it has seemed advisable to 
confine the discussion to a single aspect of the subject. 
There are many such aspects, of varying degrees of 
importance, but perhaps none is of such fundamental 
consequence as is that perplexing question which deals 
with the relation of private and public interests in rate- 
making. Indeed, the chief cause of disagreement among 
those who discuss railway rates is to be found in differ- 
ence of view as to the proportionate influence of private 
rights and of the public welfare in the determination of 
tariffs. Admittedly this is a difficult question, but its 
solution is a condition precedent to successful rate con- 
trol. At least we can never reach common ground in 
our discussions of reasonable railway rates until this 
subject has been thoroughly worked out and conclusions 
reached in which there can be general concurrence. It is 
the purpose of this paper, therefore, to suggest a few 
points bearing upon this matter, with the hope, not that 
final conclusions may be announced, but that discussion 
may be provoked. 

At the outset we are confronted by the familiar propo- 
sition, so often announced by our courts as an established 
judicial doctrine, that rates must be just both to the 
railways and to the public. This statement bears upon 
its face such marks of fairness that it is widely accepted 
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as a sage maxim, and the courts have complacently re-it- 
erated it, in apparent ignorance of the fact that what they 
demand is frequently impossible. The fault with the 
dictum is that it assumes what is not always true—that 
rates can be just both to the public and to the railways. 
Insofar as they can, well and good. But often the inter- 
ests of the two clash, so that whatever rates are estab- 
lished must be unjust to one, or to the other, or to both. 
Either the public must sustain the burden of rates higher 
than those demanded by considerations of the general 
welfare, or else the railways must operate rates too low 
to afford a fair return upon invested capital, or both must 
share the burden. I believe that we should take a long 
step forward if we would abandon the idea of justice in 
rates, and would frankly recognize that under a system 
of private ownership and operation, rates must of neces- 
sity frequently work injustice, and that in all such cases 
the proper rate—indeed, the reasonable rate—is attained 
when the burden of injustice has been properly placed or 
distributed. The important question, then, is as to the 
proportionate burden of injustice which should right- 
fully be borne by the railways on the one hand and by 
the public on the other. 

The answer to this question must depend on many 
considerations, but in no small measure it will be deter- 
mined by the view which is entertained as to the purpose 
of public rate regulation. What is the object of rate 
control? Two widely differing conceptions are possible. 
On the one hand it may be thought of as a purely reme- 
dial function, designed to correct the evils apparent in 
railway administration, while on the other hand it may 
be regarded as a positive, constructive agency or force 
to be directed toward the great ends of social and indus- 
trial development. In the first of these aspects it may 
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be likened to materia medica, which cures diseases, while 
in the second it resembles hygiene and physical culture, 
which build up the body and improve its condition. 

Of these two views doubtless the first has, up to date, 
exercised by far the more important influence upon public 
discussion and upon legislation. We have been so occu- 
pied in an attempt to cure industrial ills resulting from 
wrong rate-making, that we have had little opportunity 
to consider the efficacy of right rate-making not only to 
prevent those disorders, but to build up the health of the 
body economic as well. Nevertheless, there can be no 
doubt that, to a limited extent, that idea has been present 
in regulation by commissions. It is constantly reflected, 
for example, in the earlier reports of the Interstate Com- 
merce Commission. That its extensive application would 
be somewhat dangerous in the immature and unsettled 
state of thought now prevailing, may be conceded; yet 
one cannot but wonder whether its importance will not 
grow as time passes by. The control of railway charges 
affords a remarkable opportunity for providing “the con- 
ditions of a healthy, vigorous and well-proportioned 
social and industrial life”. In view of this fact, this 
query is natural: So long as the government is exercis- 
ing this force, should it remain indifferent to its poten- 
tialities and fail to seize the opportunities for social pro- 
gress which it affords? Is it not possible that when the 
more pressing questions concerning railways have been 
settled, this conception of the function of rate-making 
may determine the ultimate form of the railway problem? 

But, however that may be, the fact remains that at the 
present time both conceptions are of practical signifi- 
cance, and also that the relative importance of the two 
may very likely change with time. Now, this has an 
important bearing on the question of public and private 
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interests. For, however desirable it may be that when 
rate-making is purely remedial in character the public 
interest should prevail to the farthest possible extent, it is 
much more desirable when rates are made for purposes 
of social development. In fact, it is absolutely necessary 
that then the private interest shall yield, for such a pur- 
pose can be accomplished only by an extremely careful 
and often delicate adjustment of numerous rates, affect- 
ing various carriers, various commodities and various 
localities. To disturb one or two or three rates would 
destroy the balance and impair, if not ruin, the whole 
scheme of regulation. If one railway, then, could have 
certain rates set aside as impairing its private rights, 
such rate regulation would be impossible. Hence, in pro- 
portion as the constructive theory displaces the remedial, 
or grows in relative importance to it, the demand that the 
public interests shall prevail becomes more imperative 
and the proportionate burden of injustice to be placed 
upon the railways is rightly increased. 

But the distribution of this burden will depend not only 
upon the acknowledged purpose of rate control; it will 
also be influenced by our views as to the character of the 
railway business. It is a well-known fact that, at least 
in the eyes of the law, the railway business is essentially 
public in character. Our courts have repeatedly asserted 
this to be true, and the people at large have caught up the 
saying and echoed it with facile glibness. The railway 
is a public utility, the railway company a public servant, 
the railway business a public business. But what makes 
it a public business? Numerous answers have been given 
to this question, but none is thoroughly satisfactory. No 
explanation of the publicness of the railway industry has 
been offered which would not, if carried to its logical 
conclusion, throw almost all forms of business into the 
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public class. Indeed, many lay minds are tempted to 
doubt whether a clean-cut classification of industries into 
those which are public and those which are private is 
possible, and while the courts have insisted that it is, they 
have never announced the basis of classification in clear 
and satisfactory terms. A task, therefore, to which 
thought may advantageously be directed, is that of de- 
termining whether there are essential qualities in the 
railway industry which indubitably make for publicness. 
For, unless such qualities can be discovered, it would be 
a grave mistake to approach the problem of reasonable 
rates with the bias that must necessarily accompany the 
conviction that the business to be regulated is in nature 
public. 

But, granted that such qualities can be found, their 
discovery simply presents a new problem: To what ex- 
tent should the fact that the business is public influence 
the determination of its charges? Should public interests 
prevail over private at all costs, or should merely lim- 
ited weight be accorded them, and if the latter, just 
where should the line be drawn? Upon this point con- 
flicting views are even now held. Some go so far as to 
say, with Mr. Justice Brewer, that when one embarks in 
a public business, “he voluntarily accepts all the condi- 
tions of public service which attach to like service per- 
formed by the state itself”, and that, therefore, “if the 
body which expresses the judgment of the state believes 
that the particular services should be rendered without 
profit, he is not at liberty to complain”. (Cotting v. Kan- 
sas City Stock Yards Co., 183 U. S. 79, 93.) But while 
this view is held by some, others insist that it unduly cur- 
tails private rights, and that the publicness of a business 
does not justify such extreme regulation by the public. 
Discussion of this question, however, is bound to be 
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fruitless until we see clearly just what it is that makes 
the business public. We must know what the elements 
of publicness are before we can decide whether they are 
of such a character as to justify Justice Brewer’s view, 
or any other opinion, either more conservatice or more 
extreme. This, then, is a question of primary import- 
ance. 

Another element that may enter into the determination 
of the balance between public and private rights is the 
extent of the railway’s liability for loss or injury to 
property transported by it. Present rates are quoted not 
with reference to the company’s common law liability, 
but rather to the limited liability expressed in bills of 
lading. The revised Interstate Commerce Act attempts 
to establish uniformity in this regard, so far as interstate 
rates are concerned, by providing that the initial carrier 
shall be liable for any loss, damage or injury caused by 
it or by any other carrier, and that no contract, receipt, 
rule or regulation shall exempt the carrier from that lia- 
bility. Of course, this provision must run the gauntlet 
of the courts, and it is quite possible that it will be de- 
clared unconstitutional. If sustained, the judicial inter- 
pretation of the vague and uncertain term “caused” will 
be interesting and important. Whether it will restore the 
now obsolete common law liability, or will establish a 
responsibility much more curtailed, the interpretation will 
have its bearing in the determination of reasonable rates. 

There is another matter which it seems proper to sug- 
gest for discussion, especially in view of the fact that it 
is at the present moment a live question. When the 
reasonableness of rates fixed by public authority is made 
the subject of judicial review, it is the established practice 
of the federal courts to issue temporary injunctions sus- 
pending the rates during the proceedings not only in the 
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trial court, but in the appellate courts as well. The pro- 
priety of this practice has never been seriously argued 
before the Supreme Court, but the point has arisen inci- 
dentally in a number of cases and the practice has in- 
variably been approved by that tribunal. Nevertheless, 
the question can hardly be regarded as settled, for it has 
never been squarely presented to the Court as a leading 
issue in a case. This, however, may soon occur, in the 
cases which have arisen because of the refusal of cer- 
tain state officers to obey temporary injunctions leveled 
against state laws for the regulation of rates. When 
these cases are decided, it is to be hoped that the Supreme 
Court, on full consideration, will condemn the practice. 
For there are many, among whom the writer is one, who 
believe that it does not recognize the proper balance be- 
tween the corporate and the public welfare. It is pur- 
sued, of course, in defense of private rights, for it is 
recognized that if the railways are compelled to operate 
rates ultimately declared to be unreasonably low, they 
suffer irreparable injury. But the courts apparently for- 
get that if the roads are excused from operating rates 
which prove to be reasonable, the public suffers irrepar- 
able injury. It certainly seems unfair to the public that 
a scheme of regulation should be rendered ineffectual by 
being set aside for a term of years when there is no 
certainty that it is unconstitutional. This is especially 
true in view of the fundamental doctrine of constitutional 
law that legislation is to be presumed valid until its repug- 
nance to the constitution is proved beyond a reasonable 
doubt; and if there is any case in which the desirability 
of observing that doctrine would seem to be beyond 
question, it is one in which the legislation affects such 
important public interests as are involved in rate regu- 
lation. 
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All that has been said in reference to public and 
private interests suggests a general comment on the 
action of the courts in setting aside rates made by a com- 
mission. Such action is commonly interpreted as a criti- 
cism of the commission. Many persons seem to regard 
it as conclusive proof that the commission was wrong, 
and that its rates were unreasonable; and they sometimes 
draw the further conclusion that commissions are un- 
trustworthy and even dangerous things. As a matter of 
fact, generally speaking, no such conclusion is justified. 
The failure of a commission to win its cases may not 
mean that it is wrong; on the contrary, it may mean that 
the courts are wrong, in that they are not willing to con- 
cede enough to the public interests. Both commission 
and courts have the same problem,—to balance public and 
private rights,—and is there any certainty that the courts 
have solved it more successfully than the commission? 
Is it not, on the other hand, quite likely that the commis- 
sion has been more successful, not only because it has 
made a special study of the whole rate problem,—which 
comes only occasionally to the attention of the courts,— 
but also, and chiefly, because the courts are confessedly 
biased on this particular matter? For, whatever general 
dicta the courts may have uttered in reference to the 
rights of the public, as a matter of fact they make the 
corporate interest the controlling consideration in every 
case, asserting, in the language of Mr. Justice Brewer, 
that “the primary duty of the courts is the protection of 
the rights of persons and property”. When the courts 
not only admit, but even boast, that this is their primary 
duty, they can hardly be regarded as qualified to settle 
the issues that arise between public and private interests. 
Hence a court decision adverse to a commission’s rates 
should be presumed to mean, not that the commission 
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has gone wrong, but rather that a proper recognition of 
the public interest is impossible under our Constitution 
as at present interpreted by the courts ; and that either the 
Constitution or its interpretation must be changed or our 
system of private railroad enterprise must fail. Some 
individualists welcome such court decisions as a vindica- 
tion of private rights. Rather should they deplore them 
as proclaiming the failure of individualism in the railroad 
industry. 

These considerations lead to one final suggestion. If, 
in the course of time, general agreement is reached as to 
the principles governing the relation of the public and the 
railroads in rate-making, it would be well if those princi- 
ples could be put in form and adopted as amendments to 
the federal Constitution. Of course, there is little chance 
that this will ever be done, for the difficulty of amending 
the Constitution is great, but unless it is done we may be 
sure that public control can never wholly succeed in main- 
taining reasonable rates. For, unless the proper princi- 
ples are expressed in the Constitution, the courts will not 
be bound by them, but can continue their present policy 
of judging rates from the standpoint of private rights. 
In fact, it is certain that no principles developed from any 
other standpoint will ever be recognized by the courts, 
except under compulsion. For, while our courts have 
shown themselves to be zealous defenders of private 
rights, they have manifested but slight disposition to 
protect public interests. 





THE BASIS OF REASONABLE RAILWAY 
RATES. 


HALForD ERICKSON. 


The questions whether it is possible to determine the 
cost per unit of transportatiion to the carrier, and whether 
this cost, if it could be determined, is of any particular 
value in fixing reasonable rates, have often been dis- 
cussed. The conclusions most frequently arrived at in 
these discussions seem to be that the cost of transporta- 
tion, say, one hundred pounds of freight for any given 
distance, cannot be computed and that, even if it could 
be, it would not be of a great deal of assistance in making 
freight rates. These conclusions, however, do not seem 
to be entirely convincing. While it may be impossible 
to find the exact cost of each particular shipment, it ap- 
pears to be possible to determine this cost per unit closely 
enough for most practical purposes. Likewise, it also 
appears that the cost is, perhaps, the most important 
element that should be taken into consideration in fixing 
rates. In order to show these facts it will be necessary 
to describe briefly some of the methods under which, in 
our work on the Wisconsin Commission, ‘we have found it 
possible to compute the approximate cost per unit of 
transportation, and also to touch upon certain other 
matters to illustrate the importance of this cost to the 
rate-maker. 

The first step in computing the cost consists in sepa- 
rating the expenses between the different branches of the 
service. The freight traffic, for instance, should bear its 


fair share of the total cost and this is true also for the 
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passenger traffic. A large proportion of the expense 
items can be actually separated, but there are also many 
items that are common to all brinches of the traffic and 
that have to be assigned upon bases that are more or less 
arbitrary in their character. The fact that they may be 
arbitrary, however, does not necessarily mean that they 
are merely estimates or that they may not be fair. It is 
usually found that most of the common items bear a close 
relation to some particular unit of operation or traffic. 
Some depend on either the car, the locomotive, or the 
train mile. Others again depend on the number of cars 
handled, the number of tons, and the number of tons 
carried one mile. There are also common or indirect 
items which bear a very close relation to some of the 
direct expenses and can safely be allotted in the same pro- 
portion. When the various expense items are taken to 
pieces, reclassified, and in various ways put through the 
laboratory process, it is usually found that they can be 
allocated and placed about where they naturally belong. 
It is upon processes of this character that nearly all sys- 
tems of cost accounting are based. There are to-day 
many industrial and commercial enterprises with more 
branches of production and with a larger proportion of 
common expense items than common carriers, where cost 
keeping has been so highly developed as to furnish the 
bases upon which the prices of their products are fixed. 
The difficulties that have had to be overcome in many of 
these cases were even more complicated than those which 
obtain in the railroad service. What has been accom- 
plished in these industries may also be accomplished for 
common carriers. If these carriers would go to the 
trouble of keeping exact records, their common expense 
items would be materially reduced. It is true that this 
might involve more detailed records than many now in 
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use, and that it might also tend to increase the operating 
expenses. But the value of this work to the rate maker, 
particularly to Commissions, would be extremely great. 
The field certainly offers enough promises of usefulness, 
so that it ought at least not to be left unoccupied simply 
because it happens to involve some trouble and perhaps 
some additional expense. 

When the total expense of the freight traffic has thus 
been determined, the next step consists in separating the 
same on the basis on which the traffic is handled, or be- 
tween the cost of handling it at the terminals and the cost 
of moving it between these terminals. In this case, as in 
the case of assigning the expenses among the different 
branches of the traffic, many items are encountered which 
are common to both sides and which do not readily admit 
of exact distribution. But even these difficulties may 
be overcome. Upon a close and detailed examination of 
the nature of the various items, it will be found that in 
this case also the common expenses may be fairly and 
equitably distributed. 

With these separations made, the problem is how to 
compute the cost per gross and net ton, the cwt., or other 
unit. This can be done best through the medium of the 
loaded car. This must necessarily be so since freight is 
ordinarily handled and moved in carload lots, some of 
which weigh a great deal more than others. When the 
terminal expenses are pro-rated upon the number of loaded 
cars, we obtain the average cost of these expenses to each 
loaded car. When the cost per car, in turn, is pro-rated 
upon the gross weight, or on the weight of both car and 
the load, we obtain the cost per gross ton. The figures 
thus obtained furnish a basis upon which the cost per 
unit of the terminal expenses may be determined for light 
as well as for heavy loads. When the movement ex- 
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penses per loaded car per mile are pro-rated upon the 
total weight of both the car and the load, we obtain the 
cost per gross ton per mile of haul. These figures in 
turn constitute the basis upon which the net cost per unit 
per mile for moving the freight between stations under 
all sorts of loading may be determined. 

Under these methods it is thus possible to find the cost 
per unit for handling the freight at the terminals, as well 
as for each mile of the haul. These two items make up 
the cost of transportation. The former, or the terminal 
cost, is a constant quantity. It is not affected by the 
distance, but remains the same for short as for long 
hauls. The movement expenses, on the other hand, 
vary with the length of the haul. They are also rela- 
tively greater for way-freight or local traffic than for 
through traffic. 

The final steps consist in adjusting the movement ex- 
penses between the way freight and the through haul. 
As has been said, the former is, as a rule, the more costly. 
Way freight trains stop and unload and take on freight 
at practically every station on their run, and therefore 
make much less mileage in the same time than through 
trains. In fact the latter usually make more than twice 
as much mileage in a given time as the former. Slower 
time in this case stands for relatively higher costs for 
wages, fuel, and other items. While these excesses in 
the cost for some of the items are to some extent offset 
by lower cost for certain other items, those offset are not 
great enough to place the two classes of hauls on an equal 
basis. In addition to this the through trains often carry 
heavier loads, which also tends to reduce the relative cost. 
Investigation has revealed that the movement expenses 
per unit are often from two to three times as great for 
way-freight as for through-freight. 
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The methods which have thus been pointed out are 
often very complicated. In fact they are mostly of such 
character as to require almost all sorts of laborious cal- 
culations. For purposes of illustration, the cost per 
unit for one of the leading roads in this state, as ob- 
tained under these methods, has been tabulated, and this 
table may be examined. It conveys a fairly good idea 
of what has been said. The figures contained in it con- 
stitute some of the more important material for the con- 
struction of a rate schedule. 

The charges which a railroad may make for the ser- 
vices it performs are limited by its obligations to the 
public and by the principles which govern its business. 
It is generally held that it has the right to adopt a 
schedule of rates that will produce sufficient revenue 
to meet its operating expenses, including a fair return 
upon the value of its property. A schedule which will 
meet these requirements is regarded as reasonable when 
considered as a whole. The lowest rate would perhaps 
be that, which, besides meeting the operating cost, would 
contribute at least something towards the interest upon 
the investment. The highest rate in it, on the other 
hand, may be several times as great as the lowest rate. 
Much, in this respect, depends upon the’ policy of the 
roads or of those who fix the rates. 

In determining what is a reasonable rate, therefore, 
it is also necessary to know the value of the property 
used for the purposes of transportation as well as what 
constitutes a fair rate of interest upon this valuation. 
These are important questions and have frequently been 
passed upon by the courts. While no definite rules have 
been laid down for fixing either the valuation or the rate, 
the courts have pointed out the various factors which 
should be taken into account in determining both. 





100 American Economic Association 


But a rate schedule to be fair and just should not only 
yield the required amount in revenue, but each particular 
rate in it should bear a proper relation to all the other 
rates. That is, the charge on each article or shipment 
should cover the cost of transportation and contribute its 
just proportion of the interest on the investment. This 
proportion in turn depends upon the cost of transporta- 
tion and on the value of the service or of the articles 
shipped. 

The value of the service, in the sense it is used here, 
is the same as the value of the articles shipped, and is 
another element that should be taken into account in 
adjusting rates. Articles of high value can afford to 
pay higher rates than articles of low value. In other 
words, value is a measure of the ability to pay. Cheap 
and bulky articles can be obtained for transportation 
only at low rates. They have not the ability to pay high 
charges. This is particularly true when the distance is 
great. For articles of high value in proportion to bulk 
the situation is different. In this case the rates, even if 
high as compared to those for low priced goods, consti- 
tute so small a part of the total value as to be of com- 
paratively small importance. Since high priced goods 
can afford to pay more than low priced goods it is to the 
best interests of both the public and the carriers that their 
rates should be higher. Low grade and bulky articles 
should perhaps be charged rates that are sufficient to 
meet operating expenses and yield something above this 
for interest on the investment. Such traffic is of impor- 
tance even on these terms. It increases the volume of 
the business and therefore decreases the cost per unit. 
By contributing something towards the profits of the 
carrier it also reduces the amount that will have to be 
so contributed by the other classes of the traffic. Arti- 
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cles of medium value and bulk should be charged the 
average rates. Articles of high value and small bulk 
should be charged rates that are high enough to meet 
operating costs, including interest on the valuation, and 
which besides will make up for any deficiencies in capital 
requirements that may have arisen because of the low 
rates at which the low grade traffic had to be accepted. 

Except for the commodity tariffs, which come in a class 
by themselves, the consideration that is given to value in 
fixing rates is usually determined by the freight classifi- 
cation. Articles of high value are ordinarily placed in 
classes which take higher rates than articles of lower 
value. This is the general rule, although there may be 
some exceptions to it in cases where other factors such as 
risk, weight, bulk, etc., play an important part. Classifi- 
cation is in fact largely based upon the value of the ar- 
ticles which are included in it. It is a part of the rate 
schedules. The principles which govern in classifying 
the goods are the same as those which control the making 
of rates. 

It is in passing upon facts of this character that the 
cost per unit of transportation becomes an important 
matter. This cost is of material assistance in deter- 
mining the general rate level of the schedule as a whole, 
or the amount to be earned under it. It is also necessary 
in order to determine what is a fair rate for each class 
of articles. In fact it is difficult to see how either an 
entire schedule or any particular rate can be fair which 
has been fixed without any reference to the cost of the 
services involved. This cost is also of the greatest 
importance in the classification of the freight, for as 
computed here it discloses the effect of both weight and 
bulk upon the cost of the services. For articles of great 
bulk in proportion to their weight the cost of loading 
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per car is usually light and of transportation relatively 
high. For articles of small bulk in proportion to the 
weight the reverse is true. Another fact which tends to 
increase the value of such cost figures is that the various 
factors of transportation remain fairly constant from 
one year to another. The cost per unit, for instance, 
for the various roads which enter this state has remained 
about the same for the past five years. The situation is 
also in most cases such that due consideration can be 
given to the cost without excluding any of the other ele- 
ments that should be taken into account. In view of all 
this it would seem that cost easily occupies the first place 
among all the factors which must be considered in rate 
making. The cost per unit of transportation modified 
by the value of the articles transported or their ability 
to pay charges constitutes the basis upon which most of 
the rates may safely be based. For purposes of further 
illustration a tariff schedule has been made up in which 
both the cost and the value of the services has been taken 
into account, and which under present conditions will 
yield about ten per cent. as interest on the cost of repro- 
ducing the road to which it applies. 


The discussion which followed was very informal. 
The chief points brought out were as follows: (1) There 
is no such great difference in the cost of transportation 
on different roads as one might expect. This refers to 
roads in Wisconsin. (2) Cost varies in different years, 
yet these variations have not been great during the past 
fifteen years. (3) Rate-making on a basis of cost re- 
quires that the state commission should separate intra- 
state from interstate traffic, and while to some extent 
arbitrary, this can be done closely enough for practical 
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purposes. Traffic in Wisconsin costs less than the traffic 
on the whole lines of roads doing business in Wisconsin. 
(4) Intra-state and interstate is a distinction different 
from “local and through traffic”. (5) Terminal expenses 
do not cause particular difficulty. They are distributed 
over the traffic which benefits by the use of the terminal. 
(6) The commission has not ommitted to consider 
empty car mileage in its determination of cost. This is 
especially prominent in the live-stock traffic. (7) Rate- 
making on a basis of cost permits of increases as well 
as decreases in rates due to changes in wages and cost 
of materials. (8) The commission has not made cost 
an invariable basis. This has been used as a guide, while 
the departures up or down in the case of any commodity 
may be made on considerations of value of the commodity 
or other tests of expediency. While this procedure ad- 
mits the failure of cost as a sole and invariable basis in 
every charge, it is vastly different from making rates on 
consideration of expediency alone without reference to 
cost. With cost as a basis you have a norm to be departed 
from in cases where this may be clearly justified, in in- 
dividual cases, but your rates as a system will still be 
based on cost. (9) This system of rate-making requires 
that distance be not ignored as a factor, but group rates 
and tapering rates have been used. 

Professor Meyer explained a number of statistical 
charts prepared by the commission for its own use show- 
ing the systematic arrangement of rates after the com- 
mission had adjusted them. 





MONEY AND BANKING. 


Rounp TasLe Discussion: D. R. Dewey, Chairman. 


D. R. Dewey: The plan before us for consideration 
to-day is that proposed by the Currency Commission of 
the American Bankers’ Association. In brief, its salient 
point is the issue of additional credit notes equal to 25 
per cent. of the capital up to 40 per cent. of the bond- 
secured circulation, subject to a tax of 2% per cent. per 
annum. Provision is also made for the issue of addi- 
tional notes subject to a higher tax of 5 per cent. 

Although it is desirable that discussion as far as pos- 
sible should be concentrated upon this particular plan, 
it must be remembered that Congress is not confined to 
the acceptance of this, or of that of no legislation at all. 
There are other plans as well as that of the American 
Bankers’ Association ; and, if one is persuaded that some 
currency legislation is necessary, judgment as to this 
particular plan must involve a comparison with others. 
Among these other plans may be mentioned (1) that of 
a central bank of issue,—a bank of banks, (2) an exten- 
sion of bond-secured circulation so as to admit railroad, 
state, and municipal bonds as a basis of security, and pro- 
vide for the emission of short-term notes based upon 
such securities; and (3) provision for bank-note issues 
upon bank-book credits, regardless of a security by na- 
tional or other bonds held in pledge by the government. 
In the list thus specifically enumerated I have omitted 
the so-called asset currency plan of the Chamber of Com- 


merce, and Ex-Secretary Shaw’s plan for an emergency 
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currency, because it seems to me at bottom they involve 
the same principle as that of the Bankers’ Commission. 
While there are differences as to the percentage of issue 
of credit notes, and rates of taxation to be imposed 
while in circulation, they are alike in tying up the new 
circulation to government bonds. 

We have then to consider the respective merits of an 
extension of circulation based upon government bonds; 
of a circulation based upon government and other bonds ; 
of a circulation based on general bank credits ; and finally 
of a circulation which may be put forth by a central bank, 
as supplementary to the circulation which individual 
banks now carry. 

The plan of the American Bankers’ Association is fre- 
quently spoken of as a plan for asset currency. It will 
be observed, however, that it is simply a proposition for 
the issue of notes equal to 125 per cent. upon bonds, 100 
per cent. of which shall be, as at present, taxed %4 of I 
per cent., and 25 per cent. shall be taxed at 214 per cent. 
The ostensible object of this plan is to provide a certain 
portion of currency which will adjust itself to the peri- 
odic movements of the money market, and which will 
presumably flow and ebb according to the demands for 
the movement of crops and for special emergencies. 
Advocates of this plan, so far as I am aware, do not 
emphasize the need of a permanent addition to the total 
supply of bank-note money. They are, however, desirous 
of introducing some element of elasticity. The question 
therefore before us is, will a currency issued in this way, 
which is based primarily upon the amount of bond-note 
circulation, and consequently upon the amount of bonds 
available for notes, create this elasticity? 

It is estimated that this plan would provide, on the 
basis of present circulation, a possible increase of a little 
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over 200 millions of credit notes. In this connection it 
is to be noted that, during the past ten years, there has 
been an increase of bank-note circulation of 400 millions. 
If the bonded indebtedness of this country should in- 
crease so as to make a larger amount of bonds available 
for bank-note circulation, then there would be a possi- 
bility of still further increase in the credit-note circula- 
tion; the two, credit-note and bank-note circulation, 
would go hand in hand. 

Elasticity apparently is to be secured by two forces: 
First, a tax of 2% per cent., and second, an extension 
and imprevement in redemption facilities. If, however, 
there is to be a system of real and effective redemption, 
why a tax of 2% per cent.? If, however, there is not to 
be automatic redemption, as works out, for example, in 
the Canadian system, is a tax of 2% per cent. sufficient 
to force retirement? Is there not the possibility, there- 
fore, that the credit-note in times of industrial prosperity 
may stay out continuously? and may not the financial 
demand for this credit currency be as urgent as the 
commercial crop-moving demand? 

Elasticity of circulation presupposes effective agencies 
for retirement and redemption of notes. Does the plan 
of the American Bankers’ Commission provide any way 
by which these credit notes will inevitably flow back? 
The report says that “the Comptroller of the Currency 
shall designate numerous redemption cities conveniently 
located in the various parts of the country. Through the 
agency of the banks in such cities, adequate facilities 
shall be provided for active daily redemption of the credit 
notes.” But will the establishment of “adequate facili- 
ties” necessarily result in the retirement of such notes? 
We have in this country 6000 individual national banks, 
each independent of the others. Our banks have not 
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been trained in redemption and there is not that rivalry 
between a few competing bank systems, such as obtains 
in Canada, which would lead banks to present for re- 
demption the notes of other banks. Can this redemption 
be obtained except by the passage of a law forbidding any 
bank to pay out the credit notes of any other bank? and 
does not effective redemption involve the machinery of 
either a central bank or of systems of branch banks? It 
must also be remembered that bank notes are regarded by 
the people at large as absolutely sound, as good as gov- 
ernment legal tender, and that consequently they stay 
out in the hands of the people for a considerable period 
of time. We must also remember that the Treasury 
department has, for governmental ends, actively opposed 
the retirement of bank-notes and practically held out 
special privileges to banks which would run counter to 
commercial forces. If elasticity can be secured in as 
simple a way as that implied in the Bankers’ plan, why 
would it not be possible to improve the present methods 
of redemption so that there would be an ebb and flow? 

The plan of the American Bankers’ Commission is 
confessedly a compromise. It is believed by many, how- 
ever, to be a step toward asset banking. If the bond 
circulation should decrease, the plan provides that the 
authorized issue of credit notes shall be increased to a 
correspondingly greater percentage of its bond-secured 
notes. We must therefore face this contingency and 
pass judgment upon the wisdom of indirectly introducing 
the banking principle into our monetary circulation. If 
this principle is to be adopted, we should do it with our 
eyes wide open and judge of the present proposal by its 
possible consequences. If, however, our national indebt- 
edness increases, so that our bank-note circulation is still 
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harnessed to government bonds, will any real advance 
be made toward an elastic credit currency ? 

Again it may be asked whether it is desirable to adopt 
any new currency plan before certain reforms in our 
banking system have been put in operation. Some of 
these seem so obvious and pertinent to the ends which the 
Bankers’ Commission desires that they fall within the 
scope of a discussion on the currency. Among these 
defects may be mentioned the question of : 

1. Insufficient reserve, particularly of country banks 
and the centralizing of such reserves in New York City. 
The Clearing House banks of that city have repeatedly 
called attention to the evil practice of paying interest on 
deposits of bank balances. 

2. The inadequacy of redemption facilities. May we 
not establish a satisfactory system for redemption of 
present bank-note circulation before we attempt to intro- 
duce further circulation? 

3. The over-investment of banks in stocks and securi- 
ties which cannot be rapidly liquidated, thus tying up 
the funds of the bank for too long a period. 

4. The bad banking methods of trust companies. 

5. The speculative character of the call loan market 
in New York City. 

6. The absence of any system whereby negotiable 
paper can be easily rediscounted so that loanable funds 
will flow to the place where they are most needed for 
commercial purposes. 

7. And, finally, the rigidity of national bank re- 
serves. Might it not be possible to permit our national 
banks, in accordance with a suggestion of Mr. Schiff, to 
encroach upon their reserves, say up to one-fifth of such 
reserves, by payment of a tax of 6 per cent.? This would 
let loose about $125,000,000 which might be as service- 
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able for emergency circulation as the credit notes of the 
American Bankers’ plan. 

The foregoing suggestions are made in a spirit of 
inquiry rather than that of captious criticism. It is easy 
to criticise any currency plan, but it is also easy, when 
we are overwhelmed by a mass of conflicting details, to 
be diverted from fundamental principles. Whether we are 
agreed or not in our measure of belief in the quantitative 
theory of money, it seems to me that we must all be 
impressed by the profound changes which must be ef- 
fected by the enormous new supplies of gold. We have 
also been living in a period of unprecedented industrial 
prosperity, which has strained, and was bound to strain, 
to the utmost, the adjustment of the supply of capital to 
its demand. There should therefore be a sober consid- 
eration as to whether this is a time to make a legislative 
change in our currency system, without at least an ex- 
haustive preliminary investigation of the real changes 


which are taking place, the objects which are desired, and 
whether the agencies proposed are likely to accomplish 
such ends. 


Wituram A. Scott: In considering the plan of the 
American Bankers’ Association, I have been guided by 
two principles which I believe to be sound. The first is 
that, for the elastic element of a currency system, in 
addition to deposits subject to check, bank notes issued 
against commercial assets under such conditions that the 
quantity in circulation will expand and contract auto- 
matically with those assets, approximates the ideal closer 
than any other form of currency. The second is that the 
issue of such a currency should be concentrated in as few 
hands as possible. The first of these principles seems to 
me to result from the very nature of commerce and of 
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the banking business. The two are related in such a way 
that the demand for currency registers itself at banking 
institutions in the form of the presentation for discount 
and the liquidation of commercial paper (this term being 
used in its broadest sense). If, therefore, such presenta- 
tion and liquidation automatically brings into and takes 
out of circulation the currency demanded, the need for 
elasticity is met in an ideal manner. The second principle 
seems to me to be established by experience. The ten- 
dency in all European countries and Canada, where alone 
any great amount of experience with this sort of cur- 
rency has accumulated, has been in the direction of the 
concentration rather than the diffusion of issues. In 
most European countries a single bank of issue is clearly 
preferred, and in Scotland, Ireland, and Canada the num- 
ber of such banks is small. In none of these countries is 
there apparent any disposition to increase the number 
of issuing banks. The tendency is clearly and decidedly 
in the other direction. 

Those features of the plan of the American Bankers’ 
Association which aim at giving this country a bank-note 
system based on commercial assets appeal to me very 
strongly, but I cannot favor that one which allows all 
the national banks of the country, and such others as may 
be established, to issue such currency. I think I appre- 
ciate the practical considerations which led the commis- 
sion to incorporate this feature in their plan, but, per- 
sonally, I would prefer to defer still longer the currency 
reform which the country so much needs to the taking of 
a step so clearly in the wrong direction as this one seems 
to me to be. 

My objection to this feature of the plan is not only 
the principle I have laid down, because I am willing to 
admit that in this matter European experience may not 
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be the last word for us, but my belief that country banks 
do not need the privilege of note issue in order to satisfy 
completely all the legitimate demands of their communi- 
ties. The reports of the Comptroller of the Currency 
make this very clear. They show that practically at all 
times, during the crop-moving seasons as well as at other 
periods of the year, and even when the money markets 
at the great centers are stringent, they carry respectable 
surplus balances with their correspondents in the reserve 
cities. During the last two years in the state of Massa- 
chusetts these balances have never been reported to be 
less than 23 per cent. of the total kept with reserve agents 
(that is, 23 per cent. more than they were permitted to 
count as part of their legal reserves), and in the report 
for September 4, 1906, they were as high as 45 per cent. ; 
in Iowa during the same period they were never less than 
50 per cent. of the total, and in the June and September, 
1906, reports, they were 59 per cent. of the total. These 
two states are fairly representative of the others. These 
figures seem to me to indicate that the loan funds nor- 
mally placed at the disposition of country bankers are 
considerably in excess of the need for loans in their 
localities, and that, in consequence, these banks are bound 
to have abundant reserves on deposit with their reserve 
agents to meet the demands made upon them. This view 
is also confirmed by the observation, which I think most 
students of economic conditions in the United States have 
made, that our country districts are rapidly growing 
wealthy, that is, that they are saving a goodly share of 
their income and are investing these savings in the great 
enterprises of the country as well as in purely local con- 
cerns. With a banking system like ours, this necessarily 
results in the conditions revealed by the figures of the 
Comptroller of the Currency. If we had a branch bank 
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system, these conditions would be revealed in the ac- 
counts representing the relation between the country 
branches and the central institutions. 

So long as the banks in reserve cities are able to re- 
spond readily and completely to the drafts of their coun- 
try correspondents, the latter will be able to supply the 
wants of their customers. But right here the rub comes. 
To meet the demands of country correspondents depletes 
the reserves of the banks in the reserve cities, frequently 
reducing them below the limit prescribed by law. During 
the last two years in each report of the Comptroller of 
the Currency the reserves of a number of these cities 
have been below 25 per cent. The figures are as follows: 
In the report of January 29, 1906, seventeen cities were 
under the mark; in that of April 6, 1906, twenty-one; 
in that of June 18, 1906, seventeen; in that of September 
4, 1906, twenty-four; in that of November 12, 1906, 
twenty-one; in that of January 26, 1907, twenty; in that 
of May 20, 1907, nineteen, and in that of August 22, 
1907, nineteen. The problem before the country is clearly 
revealed by these facts. It is the reserve cities that need 
the aid of an elastic system of note issues. If they could 
supply the needs of their country correspondents in whole 
or in part by means of such notes, or even if they could 
in this way supply the wants of their local customers, 
they could hold on to their legal tender money and even 
draw into their reserves a portion of that in general cir- 
culaton. The necessity for an undue contraction of their 
loans would thus be prevented. 

I regret that the committee of the Bankers’ Association 
did not concentrate its attention on this problem. I know 
that its members felt that any scheme that did not treat 
all the national banks alike would fail to command the 
support of Congress or of the country banks, but I won- 
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currency, because it seems to me at bottom they involve 
the same principle as that of the Bankers’ Commission. 
While there are differences as to the percentage of issue 
of credit notes, and rates of taxation to be imposed 
while in circulation, they are alike in tying up the new 
circulation to government bonds. 

We have then to consider the respective merits of an 
extension of circulation based upon government bonds; 
of a circulation based upon government and other bonds; 
of a circulation based on general bank credits ; and finally 
of a circulation which may be put forth by a central bank, 
as supplementary to the circulation which individual 
banks now carry. 

The plan of the American Bankers’ Association is fre- 
quently spoken of as a plan for asset currency. It will 
be observed, however, that it is simply a proposition for 
the issue of notes equal to 125 percent. upon bonds, 100 
per cent. of which shall be, as at present, taxed % of I 
per cent., and 25 per cent. shall be taxed at 214 per cent. 
The ostensible object of this plan is to provide a certain 
portion of currency which will adjust itself to the peri- 
odic movements of the money market, and which will 
presumably flow and ebb according to the demands for 
the movement of crops and for special emergencies. 
Advocates of this plan, so far as I am aware, do not 
emphasize the need of a permanent addition to the total 
supply of bank-note money. They are, however, desirous 
of introducing some element of elasticity. The question 
therefore before us is, will a currency issued in this way, 
which is based primarily upon the amount of bond-note 
circulation, and consequently upon the amount of bonds 
available for notes, create this elasticity? 

It is estimated that this plan would provide, on the 
basis of present circulation, a possible increase of a little 
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the banking business. The two are related in such a way 
that the demand for currency registers itself at banking 
institutions in the form of the presentation for discount 
and the liquidation of commercial paper (this term being 
used in its broadest sense). If, therefore, such presenta- 
tion and liquidation automatically brings into and takes 
out of circulation the currency demanded, the need for 
elasticity is met in an ideal manner. The second principle 
seems to me to be established by experience. The ten- 
dency in all European countries and Canada, where alone 
any great amount of experience with this sort of cur- 
rency has accumulated, has been in the direction of the 
concentration rather than the diffusion of issues. In 
most European countries a single bank of issue is clearly 
preferred, and in Scotland, Ireland, and Canada the num- 
ber of such banks is small. In none of these countries is 
there apparent any disposition to increase the number 
of issuing banks. The tendency is clearly and decidedly 
in the other direction. 

Those features of the plan of the American Bankers’ 
Association which aim at giving this country a bank-note 
system based on commercial assets appeal to me very 
strongly, but I cannot faver that one which allows all 
the national banks of the country, and such others as may 
be established, to issue such currency. I think I appre- 
ciate the practical considerations which led the commis- 
sion to incorporate this feature in their plan, but, per- 
sonally, I would prefer to defer still longer the currency 
reform which the country so much needs to the taking of 
a step so clearly in the wrong direction as this one seems 
to me to be. 

My objection to this feature of the plan is not only 
the principle I have laid down, because I am willing to 
admit that in this matter European experience may not 
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be the last word for us, but my belief that country banks 
do not need the privilege of note issue in order to satisfy 
completely all the legitimate demands of their communi- 
ties. The reports of the Comptroller of the Currency 
make this very clear. They show that practically at all 
times, during the crop-moving seasons as well as at other 
periods of the year, and even when the money markets 
at the great centers are stringent, they carry respectable 
surplus balances with their correspondents in the reserve 
cities. During the last two years in the state of Massa- 
chusetts these balances have never been reported to be 
less than 23 per cent. of the total kept with reserve agents 
(that is, 23 per cent. more than they were permitted to 
count as part of their legal reserves), and in the report 
for September 4, 1906, they were as high as 45 per cent. ; 
in Iowa during the same period they were never less than 
50 per cent. of the total, and in the June and September, 
1906, reports, they were 59 per cent. of the total. These 
two states are fairly representative of the others. These 
figures seem to me to indicate that the loan funds nor- 
mally placed at the disposition of country bankers are 
considerably in excess of the need for loans in their 
localities, and that, in consequence, these banks are bound 
to have abundant reserves on deposit with their reserve 
agents to meet the dernands made upon them. This view 
is also confirmed by the observation, which I think most 
students of economic conditions in the United States have 
made, that our country districts are rapidly growing 
wealthy, that is, that they are saving a goodly share of 
their income and are investing these savings’in the great 
enterprises of the country as well as in purely local con- 
cerns. With a banking system like ours, this necessarily 
results in the conditions revealed by the figures of the 
Comptroller of the Currency. If we had a branch bank 
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system, these conditions would be revealed in the ac- 
counts representing the relation between the country 
branches and the central institutions. 

So long as the banks in reserve cities are able to re- 
spond readily and completely to the drafts of their coun- 
try correspondents, the latter will be able to supply the 
wants of their customers. But right here the rub comes. 
To meet the demands of country correspondents depletes 
the reserves of the banks in the reserve cities, frequently 
reducing them below the limit prescribed by law. During 
the last two years in each report of the Comptroller of 
the Currency the reserves of a number of these cities 
have been below 25 per cent. The figures are as follows: 
In the report of January 29, 1906, seventeen cities were 
under the mark; in that of April 6, 1906, twenty-one; 
in that of June 18, 1906, seventeen; in that of September 
4, 1906, twenty-four; in that of November 12, 1906, 
twenty-one; in that of January 26, 1907, twenty; in that 
of May 20, 1907, nineteen, and in that of August 22, 
1907, nineteen. The problem before the country is clearly 
revealed by these facts. It is the reserve cities that need 
the aid of an elastic system of note issues. If they could 
supply the needs of their country correspondents in whole 
or in part by means of such notes, or even if they could 
in this way supply the wants of their local customers, 
they could hold on to their legal tender money and even 
draw into their reserves a portion of that in general cir- 
culaton. The necessity for an undue contraction of their 
loans would thus be prevented. 

I regret that the committee of the Bankers’ Association 
did not concentrate its attention on this problem. I know 
that its members felt that any scheme that did not treat 
all the national banks alike would fail to. command the 
support of Congress or of the country banks, but I won- 
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der if the experiences through which we have just passed 
and are still passing may not have changed the views of 
many congressmen and bankers regarding this matter. 
The recent large increase in the number of persons who 
have expressed their belief that a national bank with a 
monopoly of the right of note issues is the correct solu- 
tion of this question would seem to indicate that this is 
the case. In any event, would it not be better to work 
out a thoroughly practical plan along right lines and then 
push it hard and continuously until Congress yields than 
to give support to a plan which may prejudice rather than 
advance correct measures in the future? 


Isaac A. Loos: I should like to ask Professor Scott 
whether it would not be more correct to describe the 
refusal of solvent banks to pay checks in currency during 
the recent stringency as extra legal rather than illegal? 
Of course, the banks themselves knew that they had no 
warrant in law for that practice. And again, is it not 
overstating the case to argue that clearing house loan 
certificates could not be developed into an emergency 
currency because these instruments have hitherto been 
used only as an exchange medium between banks? Is 
is not true that during the recent panic, in many of the 
towns of the Middle West, clearing house loan certifi- 
cates were issued in round numbers in comparatively 
small denominations and used as exchange media in the 
ordinary retail trade just as cashier’s checks were so 
used? I know this was actually done, for example, in a 
number of Iowa towns. 


Frank L. McVey: Various persons, in addition to 
one of the speakers of the afternoon, have emphasized 
the central bank as the essential thing necessary to solve 
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the banking problem in the United States. The argu- 
ment for this position has been drawn from European 
experience, overlooking the fundamental differences in 
extent of territory and financial habits of the people. 
The development of banking in this country has been 
along local rather than the centralized lines as seen in 
Europe. Here the citizen has gone into banking volun- 
tarily, forcing in time the state to regulate his business, 
while abroad the state, by the absence of systematic bank- 
ing, established a central bank to meet the needs both of 
the government and the people. Another difference is to 
be noted in the matter of deposits. The people of Europe 
have never been depositors to the degree that they have 
in America, and the emphasis, in consequence, has been 
placed upon the central organization that could supply the 
demand for notes. With us each community has pro- 
vided its own bank, developed deposits, and carried on 
its business in an increasing measure by checks and 
drafts, giving but secondary consideration to the question 
of notes. 

It is argued that the difficulties which have beset us in 
the recent financial panics are directly traceable to the 
absence of a satisfactory note issue system, and the lack 
of a central bank in which reserves could be deposited 
and a special reserve system created to meet the bankers’ 
demand for cash. While recognizing the weakness of 
our note issue system and the breakdown of the reserve 
scheme, the fact of the matter is that the trouble lies a 
great deal deeper than is evidenced by the demand for a 
central bank. 

The banking capital of the United States has been and 
is inadequate for the amount of business now done upon 
it. No other business attempts to do as large a percent- 
age of business upon its capital as the majority of the 
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banks have been doing in the last ten years. A bank’s 
capital is invested in money and quick assets easily con- 
vertible into money. To tie these assets up in industrials 
and collateral which is not readily convertible is to 
threaten the stability of the bank. For nearly a decade 
the percentage of capital to volume of business has 
steadily declined. Since then the amount of business has 
increased by leaps and bounds. The result which has 
followed was inevitable, and one not likely to be mate- 
rially bettered by the adoption of a central bank. 

The simple device of prohibiting the deposit of reserves 
at interest with reserve city banks would keep the re- 
serves at home and materially better the depositor’s 
chance of getting his money, as well as protect the 
community from the variances in the fortunes of city 
banks. 

Whatever may be said of a central bank from a 
banker’s point of view, it is a political impossibility in 
America. Tie icar of centralized control over credit and 
note issue are so abiding that the party which champions 
such a measure is pretty sure to go down to defeat; but, 
moreover, the organization of such an institution, with 
the 15,000 banks, state and national, would hardly meet 
the problem in a state so extensive in territory and so 
vast in commercial enterprise. The organization of clear- 
ing house associations as legal institutions and as a rec- 
ognized part of the banking system, with powers to issue 
notes in conformity with general regulations, would meet 
the conditions of the problem, while the prohibition upon 
local banks to deposit any part of their 15 per cent. 
reserve with reserve city banks would materially reduce 
many of the difficulties now associated with the piling 
up of reserves in New York City. Such a provision 
would effect some of the speculative business now financed 
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by city banks, but would undoubtedly give a firmer tone 
to the whole banking business in America. 

It is not to be understood by these remarks that I 
regard innovation as unnecessary, but I do not have any 
confidence in the creation of a central bank to affect ma- 
terially the situation so long as we have a bond-secured 
note issue and the piling up of reserves in central cities. 
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RounpD TABLE Discussion: C. B. FILLEBROWN, 
Chairman. 


C. B. FILLesrown: I feel highly honored in having 
been called to the chairmanship of a Round Table of the 
American Economic Association for the discussion of 
Agreements in Political Economy, a topic that has long 
appealed to me as of the very greatest interest and 
importance. 

I have been engaged for several years in a sort of 
probationary work, known to many, perhaps to most of 
you—that of trying to elicit from economists agreement 
upon certain definitions and statements of principles 
touching land value and land taxation. 

Perhaps the best illustration I can give of the plan I 
have in mind is a statement of the present fruits of this 
effort, imperfectly indicated by the following recorded 
canvass of opinions: 

Yes. No. 
1902. 1. Definition: Ground rent is what land is worth 
135 0 
1902. 2. Definition: Public franchises are exclusive free 
privileges granted to one or several persons 
incorporated, and from which the mass of 
citizens are excluded. These franchises usu- 
ally pertain to land, including, as they do 
(to use the language of the New York 
Legislative Ford Bill), all “rights, authority 
or permission to construct, maintain or op- 
erate, in, under, above, upon or through, any 
streets, highways, or public places, any 
mains, pipes, tanks, conduits, or wires, with 
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their appurtenances, for conducting water, 
steam, heat,.light, power, gas, oil, or other 
substance, or electricity for telegraphic, tele- 
phonic or other purposes”. Hence their 
classification, by the above act, as “land 
values” may be confirmed as correct, and 
their annual values properly classed as 
ground rent 

3. A tax upon ground rent is a direct tax and 
cannot be shifted 

4. The selling value of land is, under present 
conditions in most American states, reduced 
by the capitalized tax that is laid upon it.... 

5. Hence the selling value of land is, to the 
same extent, an untaxed value, so far as any 
purchaser, subsequent to the imposition of 
the tax, is concerned. 

6. Definition: Monopoly: Control, absolute or 
substantial, temporary or permanent, of the 
supply and hence of the price of any com- 
modity or service, whether maintained (1) 
through control of natural resources, (2) 
through some special and exclusive right or 
privilege conferred by law, (3) through 
combination or concert of action, or (4) by 
any means which are not available to similar 
capital and skill in competitive hands 86 

1904. 7. It would be sound public policy to make the 
future increase in ground rent a subject of 
special taxation 77 
1906. 8. The selling value of land is an untaxed value. 
(Illustration No. 19) 59 
Returns are now coming in upon two propo- 
sitions lately submitted : 
1. Ground rent is a social product. 
2. A tax upon rent cannot be shifted. 


The concrete suggestion I would here offer is that, 
with the work already done for a nucleus, the same 
method be extended, corrected, improved, and adapted 
to include, as experience may justify, other and, finally, 
perhaps all points of economic theory, and the practical 
economic rules and principles to be deduced from them. 
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I would emphasize the great importance of such a step 
as a means to securing agreement on economic principles, 
and not as a method of advancing any practical program 
of reform. 

Let it be supposed, for instance, that the Association 
itself should see fit to adopt a resolution somewhat as 
follows: 


Wuenreas, This Association, recognizing the value of 
substantial agreement upon the largest possible number 
of definitions of common terms and of economic princi- 
ples, commends effort toward the establishment and gen- 
eral enlargement of such agreement, and favors response 
and cooperation from the members of the Association, 
therefore 

Resolved, That the President is authorized to appoint 
a general committee of not more than twelve members, 
upon whose recommendation definitions and statements 
of principles may be submitted to the full membership of 
the Association for approval and criticism; the progress 
of such agreement to constitute an available subject of 
annual discussion and report in the proceedings of the 
Association, and be it further resolved that this general 
committee may appoint or confirm working committees 
in various departments to conduct the necessary corre- 
spondence and report partial or preliminary agreements 
to the general committee. 


An incident of such a concerted movement, as above 
outlined, might be an enthusiasm equal to or exceeding 
that of the recent Columbus Conference on Taxation, 
an interest that promises to be permanent and increasing. 
Work of this nature, which must of course be a growth, 
might afford pleasure as well as profit, and might readily 
enlist the interest of those who would make of themselves 
centres of agitation and development in the various fields 
of Capital, Labor, Rent, Wages, Interest, Taxation, Pop- 
ulation, Production, Distribution, etc. If such a race is 
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worth the running, what more appropriate than that the 
American Economic Association should set the pace? 

It is not expected that agreements like these will be 
new discoveries, but simply old discoveries brought into 
stronger light, formulated and subjected to continuous 
correction and perfection, through reconciliation of dif- 
ferences, and re-statement of old agreements to conform 
to the latest thought. 

Such an assembly and exposition of essential prin- 
ciples can but be of inestimable profit to the student, the 
teacher, the university and the state, compassing, as it 
must eventually, an accepted body of principles—prin- 
ciples that may be taught fearlessly by teachers old and 
young, experienced or inexperienced, leading or led, and 
with a confidence and satisfaction akin to that pervading 
the domain of exact science. 

On the relatively solid ground of such accepted doc- 
trine the college graduate will take with him to his home 
and into the concerns of life something that will be to him 
an armor and a weapon always at hand—an economic 
code that shall be as a hand-book to the publicist, poli- 
tician, and statesman—that shall make of the college men 
in Congress and Legislature not dreary followers of a 
groping public sentiment, or the confident advocates of 
exploded economic opinion, but instructors and leaders 
of their time. 


T. N. Carver: I suppose that the formation of the 
American Economic Association comes nearer marking 
an epoch in the development of economic science in 
America than any other event. But if the plans of 
Mr. Fillebrown, as foreshadowed in the resolution which 
he is going to propose, are carried out successfully, it 
will be an event second in importance only to the forma- 
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tion of this Association. Without mutual discussion 
and criticism, economics as a science could not make much 
headway ; hence the formation of this association was of 
such great importance. But even with every opportunity 
for discussion, there is a limit to the progress which 
can be made if the different men can not come to an un- 
derstanding upon the meaning of terms and elementary 
concepts. 

Again, every one of us has heard it remarked literally 
hundreds of times, and has himself remarked dozens of 
times, that the chief value of these annual meetings is 
in the opportunities which they give us to meet one 
another and to talk informally in the corridors and 
other places, rather than in the formal discussions on 
the stated program. Now this scheme of continuous cor- 
respondence, if it is ably and tactfully directed, as Mr. 
Fillebrown has been directing a correspondence upon cer- 
tain favorite topics of his for several years, would merely 
continue throughout the year these opportunities which 
we all so much prize, viz., the opportunities of mutual 
discussion and criticism. This would bear about the 
same relation to the formal publications of books and 
articles, as our informal talks at these meetings bear 
to the formal discussions on the stated programs. There- 
fore I hope that there will be a unanimous vote in favor 
of Mr. Fillebrown’s resolution. 


FRANK A. Fetter: I heartily approve of the plan as 
outlined by the chairman, but wish to warn against pre- 
mature attempts to reach agreements on subjects where 
sufficient fundamental and critical work has not yet been 
done by individual students. In the case of a number 
of the leading terms and concepts of economics, it can 
hardly be doubted that the analysis has not yet been 





122 American Economic Association 


satisfactorily made, and therefore a vote upon agree- 
ments could have only the harmful effect of crystallizing 
opinion into wrong forms. An important function of 
such a committee as is proposed would be the encourage- 
ment of special studies preparatory to the work of ar- 
riving at agreements. 


CHARLES HILLMAN Broucu: I am in hearty sympathy 
with this movement to secure substantial accord with 
reference to fundamental economic concepts. Unless 
we reach working agreements as to such terms as labor, 
capital, wealth, income, property, trusts, pools, corpora- 
tions, franchises, quasi-public corporations, economic 
rent, socialism, and a single tax, economic writers and 
political theorists will sail upon the vast ocean of thought 
and original investigation without chart and compass. 
Although economics is not an exact science, in the sense 
that pure mathematics is, axioms and fundamental prop- 
ositions must be adopted in the one as much as in the 
other. It is true that Arkansas and New Jersey do not 
agree in their present conception of a trust; hence, the 
wide divergence in the legislation on this important ques- 
tion in the two States. In Arkansas a trust is defined 
by the King-Davis Anti-Trust Act as “any combination 
organized in Arkansas or elsewhere for the purpose of 
fixing prices in Arkansas or elsewhere’, while New 
Jersey adopts the more comfortably capitalistic con- 
ception of “any combination organized elsewhere than 
in New Jersey for the purpose of fixing prices in New 
Jersey”. Arkansas holds that all monopolies are evil 
per se; while New Jersey believes that any corporation 
that pays tribute to the revenue of New Jersey is essen- 
tially benevolent, regardless of its effects on the people 
of other States. Both of these propositions are radical 
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and leave no margin for a difference between good and 
evil combinations, between those that do not water stock, 
do not undersell weaker competitors in the local markets, 
and receive no secret concessions or discriminations, and 
monopolies which owe their very existence and strength 
to the use of these unlawful “clubs”. The legislators 
and economists in the different States and in the United 
States at large should agree on the fundamental con- 
cepts; otherwise, we shall have “confusion worse con- 


founded.” 


J. H. HoLtanper: The immense value of such a plan 
as that proposed by Mr. Fillebrown is the standardization 
of concepts and terms. It by no means follows that 
agreements such as are therein proposed will forthwith 
be attained among economists, but there will at least be 
a definite understanding as to precisely what each term 
means, and economic discussion will be spared the inter- 
minable waste of time and effort consumed in merely 
dialectical debate. No small part of the slower progress 
of economic science as compared with natural science is 
to be ascribed to the looseness and inexactness of nomen- 
clature and terminology. It is unnecessary, indeed even 
undesirable, at this stage, that such attempted standard- 
ization should extend to controverted principles. The 
prime need is the purely technical advantage growing 
out of the use of one term at all times to express one 


concept. 





ECONOMIC THEORY AND LABOR LEGIS- 
LATION 


RICHARD T. ELY. 


It is in every way fitting that the first annual meeting 
of the American Association for Labor Legislation 
should be held in connection with the annual meeting of 
the American Economic Association. Steps were taken 
to organize the American Association for Labor Legis- 
lation at the Baltimore meeting of the American Econo- 
mic Association’; and the committee appointed at that 
itme to effect the organization consisted of members of 
the latter association, as do nearly all the members of our 
Association. Thus the old Association is the parent 
of the younger in a direct and very obvious way. But 
other reasons for the fitness of this joint meeting, al- 
though they lie less on the surface, are quite as important. 

The joint meeting with the American body which 
represents the science of economics in the United States 
at once suggests a connection between economic theory 
and labor legislation. As a matter of fact when the 
American Economic Association was organized at Sara- 
toga, on the 9th of September, 1885, the Constitution 
embraced a Statement of Principles, which was adopted 
as not in any sense a creed but “as a general indi- 
cation of the views and the purposes of those who 
founded” the Association. The following is a quotation 
from this “Statement of Principles” : 

“We hold that the conflict of labor and capital has 

*In 1905. 
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brought into prominence a vast number of social prob- 
lems whose solution requires the united efforts, each in its 
own sphere, of the church, of the state, and of science.” 


It is thus stated, in effect, that the labor question, or— 
more accurately—the many labor problems of our time 
require legislation, and it is obviously implied that eco- 
nomic science must furnish guidance to legislation. This 
clearly shows that in 1885 the economists of the country, 
generally speaking, assumed no attitude of antagonism 
to labor legislation, nor have the professorial and profes- 
sional economists of this country, except in isolated in- 
stances, assumed any attitude of antagonism to labor 
legislation as such since that time. The Statement of 
Principles was dropped later and that without opposi- 
tion, because even those who proposed and especially 
favored it at first, felt that they had won their battle 
and that the Statement had accomplished its purpose. 
While there was some opposition to the American Eco- 
nomic Association based on general g: ounds which can- 
not be here discussed, and while there was some oppo- 
sition in the press and on the part of a few economists 
to the position taken with respect to labor legislation, 
it is significant that no opposition to the formation of 
the American Association for Labor Legislation made 
itself heard, and that among the economists who took 
an active part in its formation were men who would 
perhaps generally be designated as “hard-headed”— 
whatever that may mean—and conservative. Yet ours 
is an association the very title of which assumes the 
necessity and desirability of labor legislation. While 
it is true that the economists of 1885 were in favor of 
“wise and sane” labor legislation, a perusal of the pub- 
lished utterances of 1885 with reference to the American 
Economic Association shows that since that time a sur- 
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prising change of public opinion has taken place, and in 
my own opinion, this change is an evidence of the influ- 
ence the economists have exerted—an influence the mag- 
nitude of which furthermore in my own opinion—for I 
do not assume to speak for anyone else—the economists 
themselves frequently do not fully appreciate. 

But what has been the position of economic theory in 
the past with regard to labor legislation? Has it been, 
as popularly supposed, hostile to such legislation? Or 
has it been as hostile as popularly supposed? Mani- 
festly, it is quite out of the question now and here to 
enter exhaustively into this chapter in the history of 
economic thought, but the general drift of economic 
theory may be briefly indicated. 

The economists of the latter half of the 18th century 
who founded modern political economy as a distinct and 
separate branch of knowledge, Quesnay and his asso- 
ciates, Adam Smith and his associates, were opposed to 
what is called legislative interference in the realm of 
the economic life. And they opposed, generally speak- 
ing, labor legislation. They favored, as we all know, a 
passive policy of government and used as a maxim 
laissez-faire. But how often does the same phrase, term, 
or watchword mean one thing in one stage of evolution 
and quite the opposite in a later! We must not at once, 
then, jump to the conclusion that we have to do in the 
case of these men with any antagonism to the interests 
of labor. In fact, these men were such warm-hearted 
humanitarians, that they would perhaps scarcely rank 
among the “hard-headed” economists. One has only 
to read their lives and to follow closely their writings 
to become entirely convinced that they had, in high de- 
gree even, what is now called “the enthusiasm of hu- 
manity”, and were animated with a passionate desire for 
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improvement in human affairs and particularly for the 
uplift of the lower orders. 

The eighteenth century economic philosophy was, how- 
ever, aS we all know, based on a now discredited and 
discarded belief in a beneficent code of nature, ruling the 
economic life as all other social life spheres, and which, if 
not interfered with, would bring to all classes and es- 
pecially the workers, the maximum amount of economic 
well-being. But in addition to this general view, we have 
as an explanation of their position the multitude of re- 
strictions, and old-established monopolies and special 
privileges which oppressed the manual toiler and to the 
removal of which they directed their attention. It is 
noteworthy that Turgot, notwithstanding his general 
negative economic philosophy, favored a system of public 
education which France did not achieve for a hundred 
years, and which a modern economist has said reminds 
one of socialist demands, while Adam Smith, in de- 
nouncing labor laws, said if a labor law chanced to be 
in the interest of labor it was sure to be a just law. 
How different is the position of a man, who, in denounc- 
ing labor laws, has in mind laws oppressive to labor, from 
the position of a man a century later who, in denouncing 
labor legislation, has in mind laws passed in the interest 
of labor !? 


* That we must always bear in mind the circumstances of time 
and place when we discuss economic theory and its relations to 
social interests in general and to labor in particular, is strikingly 
shown in the designation “Liberal School of Political Economy” in 
the history of economic thought. This designation is frequently 
applied to Adam Smith and his followers, the classical economists in 
England, and their adherents elsewhere. Thus Eisenhart entitles the 
second book of his Geschichte der Nationalékonomik “Critical- 
Liberal Individualistic Period” (Kritisch-liberale, individualistische 
Periode). In this connection the word “liberal” now carries with it 
the implication of an extreme conservatism, yet at one time “liberal 
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When it comes to the evils of monopoly, the words of 
Adam Smith would, I fear, if repeated as original utter- 
ances by economists of our own day, be denounced by 
some newspaper writers as demagoguery. “Malignant 
and invidious,” “malignant and mean” are epithets which 
he used in describing the monopolistic policy pursued by 
his own country with reference to a powerful company, 
namely, the East India Company. 

It would be interesting to go into the theories of 
distribution of the writers we are now discussing and 
to examine them with reference to the possibilities of 
labor legislation, but the time is too brief. It may, 
however, safely be said that while Turgot’s theory of 
wages does not leave a very wide margin for an in- 
crease of the remuneration of labor, there is nothing in 
these theories which, if true, would necessarily preclude 
a substantial improvement in the position of the wage- 
earner. 

The development of classical political economy in Eng- 
land, in the first half of the 19th century, marks an epoch 
in the history of economic theory in its relation to labor 
legislation. Two theories were brought forward, ela- 
borated and emphasized so strongly as to enter into 
popular consciousness and to become part and parcel of 
the working capital of powerful groups of newspaper 
writers, publicists, and legislators; and these two doc- 
trines were used against trade-union policies and legisla- 
tion alike. Every economist at once knows that I refer 
to the theory of population associated with the name of 
school doctrines” were really liberal. They became conservative by 
changes in the evolution of economic society. 

It is interesting to notice a similar change in the term “liberal” as 
applied to a very conservative political party in Germany, so that 


the term “liberal” in that country at least has very often come to 
carry with it the idea of an excess of conservatism. 
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Malthus and to the wages-fund theory. While the wages- 
fund theory, as found in most writers, was more or less 
vague and frequently indistinct in its outlines and even, 
I think we may say, elusive, it was gradually elaborated 
in the development of economic thought and became 
something very real, very definite, tangible, in the writ- 
ings of popularizers, and it was thus an effective weapon 
in the hands of opponents of protective labor legislation. 
As Professor Taussig has shown in his history of the 
theory,® the great economists generally did not hold this 
doctrine in such form as necessarily to preclude on their 
part legislative efforts to improve the lot of the wage- 
earner; it did receive in many places in Mill’s Political 
Economy a precise form and was so stated by him that its 
natural tendencies were antagonistic to the Factory Acts. 
Undoubtedly, it is likewise true that Mill gave the most 
clear-cut formulation of it when he renounced it; but 
this very renunciation showed its possible popular uses. 

Malthus demonstrated, as he thought, the existence of 
a powerful force immanent in mankind, the working of 
which tended to increase population beyond the means of 
subsistence; and he maintained that the operation of 
checks to the growth of population kept some kind of 
equilibrium between food supply and mouths clamoring 
for food. Misery, vice, war, pestilence, famine, and the 
like constituted the one class of checks; prudential re- 
straints of a variety of kinds constituted the other class 
of checks. Every measure had then to be examined with 
reference to its effect on the growth of population; and 
if labor legislation rendered the lot of the laborer more 
desirable for the time being, but increased population, 
there was always danger, so it was claimed, that the total 
final effect would be simply a larger population—but, by 


* Part II of his Wages and Capital. 
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reason of the pressure on the means of subsistence, not 
a more prosperous population. How easily this could 
lend itself to “the special pleaders of capital” —if we may 
employ this expression—is readily apparent. Easy in- 
deed was it for the penny-a-liner to rail at the humani- 
tarian. Let the people exercise self-control in the matter 
of marriage and, by establishing a better proportion 
between the means of subsistence and mouths to be fed, 
improve their own lot! Or why adopt measures, tempor- 
arily benefiting the wage-earner, but eventually pulling 
all classes down to his dead level? 

But the adverse influence of the Malthusian theory of 
population upon labor legislation made itself felt in the 
minds and utterances of those who were warm humani- 
tarians and who were among the truest friends of labor 
of the nineteenth century. Apprehension of the dire 
possible effects upon the growth of population of appar- 
ently beneficial labor legislation always cast a shadow 
over the generally hopeful anticipations of John Stuart 
Mill. If the check to population were weakened by 
measures, otherwise seemingly beneficent, the ultimate 
result according to Mill would be that it would remove 
“everything which places mankind above a nest of ants 
or a colony of beavers”.* Mill would have been ready 
enough—as he tells us in the same chapter of his Political 
Economy from which I have just quoted—to favor even 
such a measure as a legally established minimum of 
wages, had he not feared that as a result we should have 
overpopulation. 

The wages-fund theory supplemented the theory of 
population so completely as to convey to many minds a 
clear conviction of the futility of all labor legislation. A 
certain fund of capital was set aside for the payment of 


* Political Economy, Book II, Ch. XII, Sec. 2, p. 220, People’s Ed. 
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wages, this was distributed among the existing laboring 
population in any event, and the only way in which sub- 
stantial improvement in the lot of the wage-earner could 
take place was to increase the wages-fund relatively to 
the laboring population. What room was there then for 
legislation? If wages were raised by law or public opin- 
ion without a change in this proportion, the result must 
be to favor a group of laborers at the expense of other 
laborers. To quote Mill again: “Since, therefore, the 
rate of wages which results from competition distributes 
the whole wages-fund among the whole laboring popu- 
lation, if law or opinion succeeds in fixing wages above 
this rate, some laborers are kept out of employment.”® 

Cairnes examines the obstacles to improvement found 
in these theories of wages and capital and in the law of 
rent, and concludes that only by a change to codperation, 
adding profits to wages, can any substantial improvement 
in the lot of the toiling masses be secured. It is worth 


while to quote from him at some length, for we are in 
danger of forgetting the extent to which in their ten- 
dencies the teachings of even the leaders of economic 
thought were opposed to combination and labor legisla- 
tion. The following is quoted from Cairnes’ Leading 
Principles: 


“It appears to me that the condition of any substantial 
improvement of a permanent kind in the labourer’s lot 
is that the separation of industrial classes into labourers 
and capitalists which now prevails shall mot be main- 
tained; that the labourer shall cease to be a mere la- 
bourer—in a word, that profits shall be brought to rein- 
force the wages-fund. I have shown that, in order to 
any improvement at all of a permanent kind, a restraint 
must be enforced on population which shall prevent the 


* Mill: Political Economy, Book II, Ch. XII, Sec. 1, p. 219, Peo- 
ple’s Ed. 
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increased demands for subsistence from neutralizing the 
gains arising from industrial progress; and that even a 
very great change in this respect in the habits of the 
people—a change far greater than there are any good 
reasons for anticipating—would still leave them, while 
they remain mere labourers, in a position not very mate- 
rially better than at present. But the significance of 
these considerations becomes much enhanced when they 
are connected with another doctrine established in a for- 
mer chapter of this work. It was there shown, that, in 
the order of economic development, the wages-fund of 
a country grows more slowly than its general capital. 
Now the wages-fund of a country represents the means 
of the labouring classes as a whole; the general capital, the 
means of those who live upon profit—we may say broadly 
of the richer classes. It appears, therefore, that the fund 
available for those who live by labour tends, in the pro- 
gress of society, while growing actually larger, to become 
a constantly smaller fraction of the entire national wealth. 
If, then, the means of any one class of society are to be 
permanently limited to this fund, it is evident, assuming 
that the progress of its members keeps pace with that of 
other classes, that its material condition in relation to 
theirs cannot but decline. Now, as it would be futile to 
expect on the part of the poorest and most ignorant of 
the population self-denial and prudence greater than that 
actually practised by the classes above them, the circum- 
stances of whose life are so much more favourable than 
theirs for the cultivation of these virtues, the conclusion 
to which I am brought is this, that, unequal as is the 
distribution of wealth already in this country, the ten- 
dency of industrial progress—on the supposition that the 
present separation between industrial classes is main- 
tained—is towards an inequality greater still. The rich 
will be growing richer; and the poor, at least relatively, 
poorer. It seems to me, apart altogether from the ques- 
tion of the labourer’s interest, that these are not condi- 
tions which furnish a solid basis for a progressive social 
state; but, having regard to that interest, I think the 
considerations adduced show that the first and indispens- 
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able step towards any serious amendment of the labourer’s 
lot is that he should be, in one way or other, lifted out 
of the groove in which he at present works, and placed 
in a position compatible with his becoming a sharer in 
equal proportion with others in the general advantages 
arising from industrial progress.”® 


These doctrines are familiar to every economic thinker. 
I cannot here trace their development, as this is too long 
a chapter in the history of economic thought. 

I should like, were there time, to speak about the 
wages-fund theory as it was modified by Cairnes, who 
attempted to rescue it, but succeeded in leaving little 
meaning to it. I should be glad also if there were time 
to speak about the able treatment of the wages-fund 
theory by a former president of the American Economic 
Association, namely, Professor Taussig, who, while see- 
ing a large amount of truth in the wages-fund theory, 
finds sufficient elasticity in the possible amount of wealth 
which may be used for wages to provide for substantial 
improvement either by trade union action or legislation. 
It would be especially gratifying to me to discuss the 
theory of wages of the first president of the American 
Economic Association, the late General Francis A. 
Walker. His residual claimant theory of wages stands 
in no opposition to labor legislation. He himself ex- 
pressly affirmed the need of positive, resolute action on 
the part of wage-earners to enable them to secure the 
full competitive wage. Another former president of the 
Association, namely, Professor J. B. Clark, has advanced 
the productivity theory, which is being so much debated 
at the present time, and this theory also, if true, does not 
preclude the possibility of substantial improvement on 
the part of the wage-earner by legislation. There is, in 


*Cairns: Leading Principles of Political Economy, pp. 339-40. 
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short, no theory of wages now widely accepted by econo- 
mists in this and other lands which in itself need produce 
opposition to labor legislation. 

The theory of population has not been treated with 
such exhaustiveness and thoroughness by recent econo- 
mists as has the theory of wages. In fact, in recent liter- 
ature this theory has been, relatively speaking, neglected 
by economists. It is, however, generally admitted that 
there are forces restricting undue growth of population, 
acting with an ease and readiness little dreamed of by 
Malthus. Consequently, while the modern economist 
would probably say that the theory of population cannot 
be wholly neglected in the discussion of labor legislation, 
and while he would say that on account of the possible 
growth of population it is necessary to be prudent and 
careful, it would be difficult to quote any considerable 
weighty body of modern economic opinion against “wise 
and sane” labor legislation. 

Two or three things should be very clearly and defi- 
nitely stated in any discussion of the attitude of the early 
economists with respect to trade unions as well as with 
respect to labor legislation. One is that no great econo- 
mists ever approached the subject with the thought of 
strengthening capital at the expense of labor. I believe 
it can be successfully maintained that every one of the 
really great economists, without exception, has had it in 
mind to raise wages rather than profits whenever it was 
necessary to make a choice between the two. Professor 
Alfred Marshall, in the very opening chapter of his 
Principles of Economics, says that it is “the hope that 
poverty and ignorance may gradually be extinguished 

which gives to economic studies their chief and 
their highest interest”.* William Nassau Senior, who 


* Book I, Ch. II, Sec. 2. 
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perhaps has sometimes been regarded as peculiarly hard- 
hearted and hard-headed, states, at the age of five and 
twenty, he “determined to reform the condition of the 
poor in England”. Malthus clearly desired the elevation 
of the wage-earner, and, while on the whole his views 
were pessimistic in their tendencies, he believed that a 
full knowledge of the truth would result in improving 
the lot of the wage-earner. Ricardo had so much sym- 
pathy with the “submerged tenth” as to maintain at his 
own expense two almshouses.* John Stuart Mill was 
ready enough to sacrifice the interests of wealth to the 
laboring population if he could only be convinced that 
thereby the condition of the masses would be really 
improved. 

Another thing that needs to be borne in mind is that 
we must draw a sharp line between the teachings of the 
great economists and the teachings of the smaller men 
who followed after them, and who, pushing things to 
apparently logical conclusions, omitted necessary qualifi- 
cation, and exaggerated greatly their errors. We have 
to do here with “epigones”—if we may borrow the term 
familiar in German economic literature. 

And then we come to those who cannot be strictly 
called economists at all, but who have attempted to utilize 
the teachings of the economists for their own purposes. 
Here we have a still wider departure from the teachings 
of the masters. 

But, while the great economists have been true humani- 
tarians—and there certainly were very few, if any, ex- 
ceptions — they have been often enough dogmatic, and 
In the Preface to his Treatise on the Circumstances which 
Determine the Rate of Wages, J. R. McCulloch says, with apparent 


sincerity, that the wish to contribute to the improvement of the 
laboring classes in England alone led him to publish his work. 
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their dogmatism has been exaggerated by the small men 
of whom I have spoken. Those who have opposed the 
real or supposed teachings of orthodox economists have 
been called by all sorts of epithets, such as socialists, 
anarchists, muddle-headed, etc. So the late Amos G. 
Warner met with a good deal of sympathy, when in his 
classical American Charities he said, “from 1850 to 1880 
Cromwell’s exhortation to the theologians of his time 
might properly have been addressed to the English econo- 
mists: ‘In the bowels of the Lord, I beseech you, breth- 
ren, to consider it possible that you may be mistaken!’ 
Indeed, equivalent exhortations were addressed to them, 
but without effect’’.® 

Many quotations could be given showing the dogmat- 
ism of the classical economists; and even those most 
appreciative of their services cannot deny that in this 
particular they were guilty of gross error, which has 
reacted seriously to the impairment of their influence. 
They did indeed discover a great deal of truth of deep- 
reaching and far-extending importance; but they little 
appreciated how much they had left their successors to do. 

One fundamental error lay in identifying social laws 
with the unchangeable laws of external physical nature. 
Ideas of evolution and relativity had not then entered 
into the consciousness even of the greatest English econo- 
mists. The theory of population and the wages-fund 
theory were nature’s laws against which ignorant and 
presumptuous mortals set themselves in vain in trade 
union and labor legislation. Notice this, furthermore: 
the opponents of trade-unionism and labor legislation 
alike, use God and divine and Nature and natural inter- 
changeably, while artificial in the sense of unnatural 
would be the term used of any increase of wages for the 


*P. 20. 
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time being brought about by legislation or trade-union- 
ism. James Stirling, in his pamphlet on Trades Unions, 
says that these organizations injure labor whether they 
fail in securing at once higher wages or whether they 
succeed in securing a “seeming success” ; and he says that 
in this case the ultimate result is even worse. He tells 
us the natural limits to wages are set by the laws gov- 
erning the increase of population and the increase of 
capital, and we are assured that “the presumptuous mor- 
tal, who dares to set his selfish will against divine ordi- 
nances, brings on his head inevitable retribution; his 
momentary prosperity disappears, and he pays, in pro- 
longed suffering, the penalty of his suicidal success”.'° 

It may be said that Stirling is a mere epigone, but it 
cannot be successfully maintained that he lacked support 
on the part of leaders of thought, for we find the careful 
Cairnes, after discoursing on the barriers to wages found 
in the wages-fund, the growth of population, and the law 
of rent, saying, “Against these barriers trades unions 
must dash themselves in vain. They are not to be broken 
through or eluded by any combinations, however uni- 
versal ; for they are the barriers set by Nature herself”.** 
Cairnes, to be sure, speaks of trades unions here, but 
obviously his argument would hold against labor legis- 
lation. 

Another doctrine naturally making against labor legis- 
lation was the theory of a minimum profit, taught by 
John Stuart Mill. Any action harmful to capital by 
restricting its accumulation could only result in the at- 
tainment of this minimum with a smaller amount of cap- 
ital than would otherwise come into existence. 

It cannot be denied, then, that the four doctrines con- 


"P. & 
“Cairnes: Some Leading Principles of Political Economy, p. 338. 
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sidered, viz., the Malthusian theory of population, the 
wages-fund theory, the Ricardian theory of rent, and 
Mill’s theory of a minimum of profits, constituting the 
framework of accepted economic theory, hemmed in and 
limited very effectively the hope of improvement by labor 
legislation. And, as to the force that these theories have 
had, there can be no doubt on the part of those who have 
endeavored to secure labor legislation; nor has this force 
even as yet spent itself. The press, the legislative bodies 
of our day, and the judiciary, all alike reveal its existence. 

But it is to be noticed that men are often better than 
their thories. McCulloch, an adherent of the classical 
school who ranks among the epigones, was one of the 
comparatively few economists to encourage and help the 
seventh Earl of Shaftesbury in securing the factory leg- 
islation of England; and late in life Senior saw the error 
of his opposition to labor legislation. 

Nevertheless, the Earl of Shaftesbury, while acknowl- 
edging gratefully the encouragement that he received 
from McCulloch, mentions particularly the fact that he 
received very little support from economists generally, 
while the leaders of the so-called Manchester School, 
Cobden and Bright, doubtless epigones rather than lead- 
ers, were among his opponents. He says: “Bright was 
ever my most malignant opponent. Cobden, though bit- 
terly hostile, was better than Bright. He abstained from 
opposition on the Collieries Bill, and gave positive sup- 
port on the Calico Print-works Bill.”?* 

His biographer, Mr. Edwin Hodder, says that his chief 
opponents “belonged to that party which appeared to look 
for a social millennium, to be brought about by the rigid 
application of the dogmas of political economy, and who 


~ 3 Hodder: Life and Work of the Seventh Earl of Shaftsbury, 
Ed. 1886, Vol. II, p. 210. 
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considered that he was endeavoring to limit freedom of 
contract, and in other ways unduly to interfere between 
capital and labour. Miss Harriet Martineau may be 
quoted as the exponent of the views of this party”.™* 

Even McCulloch was not willing to interfere between 
adults and masters, although he said it was “absurd to 
contend that children have the power to judge for them- 
selves as to such a matter”.** 

The political economists in many instances changed 
their views later; for example, both Harriet Martineau 
and Senior. But we clearly see that economic theory 
restrained them from taking that action which would 
have been dictated by their sympathies and which, indeed, 
science itself has subsequently come to approve. 

The economic grounds for labor legislation are re- 
vealed best when the subject is approached from the 
viewpoint of contract or the economic bargain, consid- 
ered particularly in its legal aspect and with respect to 
underlying economic causes. 

Contract is static, not dynamic. Through contract the 
actually existing economic forces manifest themselves 
with all their inequalities and injustices. When economic 
forces make possible oppression and deprivation of lib- 
erty, oppression and deprivation of liberty express them- 
selves in contract. -Whenever modern slavery or a near 
approach to modern slavery exists, it assumes almost 
invariably the form of voluntary contract. One may take 
up peonage in this country and slavery in-Africa and dis- 
cover regularly contract forms existing as the legal bonds 
of involuntary servitude. It is the form of freedom 
clothing slavery. As contract is static, progress must 
consist at every step in the regulation and control of con- 


~ 9 74., Vol. I, p. 517. 
* Id., Vol. I, p. 157. 
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tract. Such has been the case everywhere, and in England 
in particular, but in the civilized world at large an im- 
pressive history of social progress can be written showing 
how at every step it has restricted contract rights and 
invaded so-called free contract. But notice that it is only 
the form of freedom which has been violated. The pur- 
pose has always been a larger freedom; a true construc- 
tive freedom as an opportunity for the expression of 
powers and a sphere of activity. 

The employer in past times thought his liberty invaded 
when he could not contract for an unlimited number of 
hours’ work for children of any age. Laws forbidding 
this liberty and establishing schools with compulsory edu- 
cation, when well enforced, free children from oppression 
and afford them opportunity to develop their powers, to 
acquire property, and to make contracts later in life; con- 
tracts through which more nearly balanced economic 
forces express themselves. The case which is generally 
admitted with respect to children was well stated by John 
Stuart Mill in his Political Economy sixty years ago in 
these words: “It is right that children, and young per- 
sons not yet arrived at maturity, should be protected, so 
far as the eye and hand of the state can reach, from being 
over-worked. Labouring for too many hours in the day, 
or on work beyond their strength, should not be per- 
mitted to them, for if permitted it may always be com- 
pelled. Freedom of contract, in the case of children, is 
but another word for freedom of coercion. Education 
also, the best which circumstances admit of their receiv- 
ing, is not a thing which parents or relatives, from indif- 
ference, jealousy, or avarice, should have it in their 
power to withhold.”?® 


“Mill: Principles of Political Economy, Book V, Ch. XI, Sec. 9, 
p. 578, People’s Ed. 
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The legislation of the civilized world, as a whole, shows 
acquiescence in the proposition that sanitary and moral 
conditions and hours of labor of women must be regu- 
lated, and that for them night work in factories should be 
sharply limited, if not altogether prohibited; for other- 
wise uncontrolled economic forces operating through con- 
tract deprive them of liberty and of the right to acquire 
property and lead wholesome lives. No woman desires 
to work twelve and thirteen hours daily in a factory ; and 
contracts for such toil are involuntary in substance even 
if voluntary in form. A ten-hour day for women, such 
as has been passed in Massachusetts and sustained by the 
Supreme Court of that state, does not deprive “Mary 
Holmes” of liberty—it affords her liberty. It does not 
restrict her right to work; it enlarges that right; for it 
conserves her health and strength and lengthens out the 
period of profitable work. If she is a mother, it also 
enlarges the freedom of her children and adds to their 
efficiency by giving her at least some shreds of time and 
strength for her family. For one who really understands 
the facts and forces involved, it is mere juggling with 
words and empty legal phrases to maintain the opposite. 
Realism, based on statistics and scientific investigations, 
fully sustain the soundness of such labor legislation. 
There is no better illustration of the lengths to which 
doctrinaire assumptions may carry an intelligent man, 
even a man of great capacity, than the position John 
Stuart Mill took with respect to protective labor legisla- 
tion for women. 

Mill was brought up under the influence of the eigh- 
teenth century philosophy of individualism; and the nat- 
ural equality among human beings, as a corner stone of 
that philosophy, he attributed to women as well as men. 
The actual inequality and disadvantage of women in the 
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economic sphere he could not fail to notice, but this he 
ascribed to the political and matrimonial subjection of 
women. He favored, consequently, the emancipation of 
women from the bonds of custom and law and then he 
thought that they, as well as men, could take care of 
themselves in the labor contract without the aid of special 
protective legislation. 


“Among those members of the community’’, says Mill, 
“whose freedom of contract ought to be controlled by the 
legislature for their own protection, on account (it is 
said) of their dependent position, it is frequently pro- 
posed to include women: and in the existing Factory 
Act, their labour, in common with that of young persons, 
has been placed under peculiar restrictions. But the 
classing together, for this and other purposes, of women 
and children, appears to me both indefensible in principle 
and mischievous in practice. Children below a certain 
age cannot judge or act for themselves; up to a consider- 
ably greater age they are inevitably more or less disquali- 
fied for doing so; but women are as capable as men of 
appreciating and managing their own concerns, and the 
only hindrance to their doing so arises from the injustice 
of their present social position. So long as the law makes 
everything which the wife requires, the property of the 
husband, while by compelling her to live with him it 
forces her to submit to almost any amount of moral and 
even physical tyranny which he may choose to inflict, 
there is some ground for regarding every act done by her 
as done under coercion: but it is the great error of 
reformers and philanthropists in our time, to nibble at 
the consequences of unjust power instead of redressing 
the injustice itself. If women had as absolute control 
as men have, over their own persons and their own patri- 
mony or acquisitions, there would be no plea for limiting 
their hours of labouring for themselves, in order that 
they might have time to labour for the husband, in what 
is called by the advocates of restriction, his home. Wo- 
men employed in factories are the only women in the 
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labouring rank of life whose position is not that of 
slaves and drudges; precisely because they cannot easily 
be compelled to work and earn wages in factories against 
their will. For improving the condition of women, it 
should, on the contrary, be an object to give them the 
readiest access to independent industrial employment, 
instead of closing, either entirely or partially, that which 
is already open to them.”’?® 

A scientific examination of the facts of the case fails 
altogether to bear out Mill’s position. The suffrage 
and the fullest measure of right over property and per- 
sons have failed to place woman on a footing of econo- 
mic equality with men. The reason for her economic 
disabilities are as profound as her sex differences and 
must be reckoned with in any realistic legislation. This 
is the verdict of the world’s civilization. 

But until recently economists were inclined to limit 
regulation of labor conditions and especially hours of 
toil to children, young persons, and women, leaving adult 
men “free”, so it was said, to make their own contracts. 
But experience has shown conclusively that while adult 
males as a rule are in a far better position in the labor 
contract than the classes just mentioned, unregulated 
contract does not always conduce to freedom and fair 
opportunity—‘“the square deal’”—but frequently means 
bondage and degradation. A realistic political economy 
must recognize the facts of the actual world, and does so. 

Adverse conditions are often so strong for classes of 
adult males that well-considered and strongly enforced 
legislation is necessary to secure freedom from the bon- 
dage that would result from them if uncontrolled by 
social regulation; for here, as so generally, the purpose 
of statute law is to assist men to gain control over the 


* Mill: Principles of Political Economy, Book V, Ch. XI, Sec. 9, 
Pp. 579, People’s Ed. 
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cruel and tyrannical action of uncontrolled nature and 
society. 

We must not take the view of the state as something 
external, stepping in and interfering with liberty. The 
action that we have in mind is rather the result of the 
codperative efforts of men to determine the conditions 
of toil and to enlarge their free sphere of economic 
action. 

The well-being of the adult male is as precious to the 
State as that of women, young persons, and children; 
and indeed the welfare of these latter classes is normally 
intertwined inextricably with his strength, vigor, and 
prosperity. And for adult males, hours of toil on rail- 
ways, the world over, must be limited in their own behalf 
as well as in behalf of the general traveling public in order 
to promote safety. This position is practically conceded 
in every civilized country. 

It has also been necessary to regulate hours of toil of 
street-car employees. Before limited by law the regular 
working time of this class of workers in Baltimore was 
over seventeen hours a day and they were deprived of 
liberty in any possible realistic and positive sense of the 
term, while at the same time the women and children 
of their families suffered by the cruel “free play of 
economic forces” to use that familiar but unphilosophical 
and inexact phrase. 

Bakers are a class of workers who, for a variety of 
reasons, are unable to secure hours of labor and conditions 
of toil, wholesome for themselves and for others. They 
are short-lived and unhealthy; and, if modern scientific 
investigations have made any one thing clear, it is that 
bad sanitary conditions and excessive hours of labor, 
bringing bad health to toilers, are a menace to the public 
health. We are here dealing with actual conditions, 
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which it is the function of Departments of Labor, as a 
branch of the executive department of government so 
to work up and present to the judiciary that judicial 
notice must be taken of them. Instead of confining 
themselves so largely to gathering miscellaneous statis- 
tics—too often, after all, almost meaningless—labor 
bureaus should have it as one of their main functions 
to investigate, exhaustively and scientifically, labor ques- 
tions before the legislatures and courts; and the law 
should make their findings prima facie evidence in all 
cases, following in this particular the Wisconsin Railway 
Rate Commission Law in the case of a just and reasonable - 
rate. 

It would seem to be a weakness in the New York 
Bakers Case, entitled “Joseph Lochner Plaintiff in Error 
vs. the People of the State of New York”, that the facts 
had not been adequately investigated by another branch 
of the government and that in consequence they were not 
presented to the Court as they should have been. The 
case resulted in one of the familiar “five to four” de- 
cisions. In other words, by a majority of one, the 
Supreme Court of the United States, on April 17, 1906, 
held that it was not a proper exercise of the police power 
to restrict the hours of labor of bakers to ten a day and 
that consequently the New York statute was unconsti- 
tutional, because in contravention of the “liberty of the 
individual protected by the Fourteenth Amendment of 
the Federal Constitution,” according to which “no State 
can deprive any person of life, liberty, or property with- 
out due process of law”. And liberty to make contracts 
is held to be part of that liberty thus guaranteed as well 
as a property right. It is admitted that under the exer- 
cise of the police power in the interests of the general wel- 
fare, contract may be limited and regulated. The majority 
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opinion declares this New York statvte “not within any 
fair meaning of the term a health law”. Here the 
majority are clearly wrong, for they have the facts 
against them. But also, as Mr. Justice Holmes says in his 
dissenting opinion, this decision embodies an economic 
theory and an outlived and outworn economic theory— 
the economic individualism of the eighteenth century. Mr. 
Justice Peckham, the writer of the majority opinion, 
says, “Statutes of the nature of these under review, limit- 
ing the hours in which grown and intelligent men may 
labor to earn their living, are mere meddlesome inter- 
ferences with the rights of the individual”. This 
totally unscientific and is a position that, because untrue, 
must be abandoned: as is shown by the minority—here, 
as so often in history, right.'* 

Let no one say that economics or any other branch of 
science may not criticise in our free land the judiciary. 
We know no infallible authority in the state, and to blame 


science for pointing out errors of courts is craven and 


“Tt is pointed out in the majority opinion that the New York 
law had no emergency clause. It may be that there is a real weak- 
ness, although even this cannot be admitted without an examination 
of the technical nature of the case. The words of the decision are 
worth quoting in this connection : 

“Among the later cases where the State law has been upheld by 
this court is that of Holden v. Hardy (169 U. S. 366). A provision 
in the act of the legislature of Utah was there under consideration, 
the act limiting the employment of workmen in all underground 
mines or workings, to eight hours per day, ‘except in cases of 
emergency, where life or property is in imminent danger’. It also 
limited the hours of labor in smelting and other institutions for the 
reduction or refining of ores or metals to eight hours per day, except 
in like cases of emergency. The act was held to be a valid exercise 
of the police powers of the State. . . 

“Tt will be observed that, even with regard to that class of labor, 
the Utah statute provided for cases of emergency wherein the pro- 
visions of the statute would not apply. The statute now before this 
court has no emergency clause in it, and, if the statute is valid, 
there are no circumstances and no emergencies under which the 
slightest violation of the provisions of the act would be innocent. 
There is nothing in Holden v. Hardy which covers the case now 
before us.” 
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unmanly, contrary to the spirit of the founders of the 
Republic; and lacking in true respect to the Courts, be- 
cause it implies that the Courts in turn are lacking in 
manliness and true Americanism. 

But even Mr. Justice Holmes in his trenchant criticism 
of the majority decision, after saying truly “The Four- 
teenth Amendment does not enact Herbert Spencer’s 
Social Statistics,” implies in one place that while the 
statute may be an interference with liberty, it is an inter- 
ference with liberty justified by beneficent results. The 
true position is that this statute represents a struggle for 
real, substantial liberty of which the bakers were deprived 
by the majority decision, retaining merely its empty shell ; 
and indeed the learned justice himself says that he thinks 
the word liberty in the Fourteenth Amendment perverted 
“when it is held to prevent the natural outcome of a 
dominant opinion.” 

Science, then, can draw no arbitrary line between labor 
legislation for adults and labor legislation for women and 
children ; but cases must be judged, as they arise, on their 
merits. But this need not preclude a painstaking and 
careful search for general principles, although supposed 
general principles have so often misled us in the past. 

The International Association for Labor Legislation, of 
which our Association is the national section, draws no 
fixed line between legislation for adult males and labor 
legislation for women and children; and this represents 
the opinion of the best experts of the world—those who 
conservatively, and as agents of governments, are inves- 
tigating labor questions. 

But what has been said must not be taken to mean that 
economists endorse all proposals for labor legislation. 
Many—nay, most—such proposals they would with prac- 
tical unanimity hold to be impracticable and visionary, 
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while others with also substantial unanimity they would 
endorse. Varied tests of actually proposed labor legis- 
lation economists have learned to apply almost sponta- 
neously. Influence on production must be considered, 
and, while to secure a better distribution or improved 
conditions of toil, the interests of production may be 
sacrificed to a limited extent, it is held to be necessary 
to proceed cautiously here. 

John Stuart Mill says in one place: 
“Whether the aggregate produce increases absolutely 
or not, is a thing in which, after a certain amount has 
been obtained, neither the legislator nor the philanthropist 
need feel any strong interest: but, that it should increase 
relatively to the number of those who share in it, is of 
the utmost possible importance.’’?® 

But economists at present would scarcely be disposed 
to go quite so far; for great as is present production, it 
can easily be shown statistically that production must 
still be largely increased to provide an economic basis for 
the satisfaction of rational wants.’° The mere distribu- 
tion of great fortunes, or the wider diffusion of colossal 
incomes, even if it can be brought about, would be far 
from adequate. In other words the economic problem is a 
far larger problem than the problem of swollen fortunes. 

Efficiency must be an ever present test, but economics 
insists upon the long view rather than the short view. 
If for the sake of a strong and virile population child 
labor must be prohibited, we can well content ourselves 
"8 Mill: Political Economy, Book IV, Ch. VII, Sec. 1, p. 485, Peo- 
ple’s Ed. 

*It is true that Mill says in the passage quoted “that after a cer- 
tain amount has been obtained” an increased production is of minor 
significance. The implication is, however, very clearly that we have 
already reached that amount or nearly reached it, and that the 


problem of production is, relatively speaking, of no great signi- 
ficance. 
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with the greater production in the future and increased 
human welfare; and this is after all the end of all econo- 
mic activity. Similarly, if shortening the hours of adult 
males on railways and in bake-shops adds to the length 
of life and promotes on the one hand safety and on the 
other hand public health, we can bear with equanimity 
the sacrifices of the form of freedom for the substance 
of a positive constructive policy of liberty ; and can easily 
endure the curtailment of the right (really coercion) to 
work an unduly long number of hours in one day on 
account of the assured larger number of working hours 
in a lifetime. 

The International Association for Labor Legislation, 
organized at the Paris Exposition in 1900, with a per- 
manent bureau opened in Basel, Switzerland, in Igor, 
has as its special function the impartial scientific exami- 
nation of labor measures and investigation of actual 
conditions underlying labor legislation. It is semi-pri- 
vate, also quasi-official in character. In other words it 
is a voluntary organization, largely of experts and offi- 
cials, but it receives subventions from most civilized 
governments including a small one from our own federal 
government. Its activities are directed by men trained 
in economics and they give a good idea of the relation 
between economic theory and labor legislation. 

The objects of the International Association are stated 
as follows: [in] 


Article II of the Statutes of the International Association 
for Labor Legislation, defining the aims of the 
Association. 


I. To serve as a bond of union to those who, in the 
different industrial countries, believe in the necessity of 
protective labor legislation. 

2. To organize an International Labor Office, the 
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mission of which will to be publish in French, German, 
and English a periodical collection of labor laws in all 
countries, or to lend its support to a publication of that 
kind. This collection will contain: 


(a) The text or the contents of all laws, regulations 
and ordinances in force relating to the protection of 
workingmen in general and notably to the labor of chil- 
dren and women, to the limitation of the hours of labor 
of male and adult workingmen, to Sunday rest, to peri- 
odic pauses, to the dangerous trades; 

(b) An historical exposition relating to these laws and 
regulations ; 

(c) The gist of reports and official documents con- 
cerning the interpretation and execution of these laws 
and ordinances. 

3. To facilitate the study of labor legislation in dif- 
ferent countries, and, in particular, to furnish to the 
members of the Association information on the laws in 
force and on their application in different states. 

4. To promote, by the preparation of memoranda or 
otherwise, the study of the question how an agreement 
of the different labor codes, and by which methods 
international statistics of labor may be secured. 

5. To call meetings of international congresses of 
labor legislation. 

The objects of the American Association, of which this 
is the first regular annual meeting, were adopted Febru- 
ary 16, 1906, and are as follows: 

(1) To serve as the American branch of the Inter- 
national Association for Labor Legislation, the aims of 
which are stated in the appended Article of its Statutes. 

(2) To promote the uniformity of labor legislation 
in the United States. 

(3) To encourage the study of labor legislation. 


It will be noticed that uniformity among nations and 
among the states of the United States stands out as a 
prominent object. As competition extends its scope and 
becomes intense, justice to employers requires that they 
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should be placed under similar conditions, so far as pro- 
tective labor legislation is concerned; so that success or 
failure of the employing capitalist may be determined by 
efficiency and not by varying degrees of oppression. 

Working men are mentioned as worthy of considera- 
tion as well as women and children, and special attention 
is directed to the hours of adult males. 

Dangerous trades are emphasized as requiring special 
attention; and researches have been made in regard to 
industrial poisons. 

Among the reports issued by the International Asso- 
ciation, the two following are noteworthy: 

The night work of women in industry; reports on its 
extension and regulation, by various contributors, with a 
preface by Prof. Stephen Bauer, Jena, 1903, pages xii, 
384. 

Injurious trades; reports on their dangers and means 
of prevention, especially in the manufacture of matches 
and in the lead industries. Edited with an introduction 
by Professor Bauer, Jena, 1903, pages Ix, 460. 

The International Association has organized the Inter- 
national Labor Office in Basel, Switzerland, the president 
of which is L. H. Scherrer, and the general secretary is 
Stephen Bauer. This office conceives its function to be 
purely scientific, and one of its duties is the publication 
of the invaluable Bulletin, which gives the labor laws of 
the world. 

The annual assemblies take action with respect to vari- 
ous measures, and have directed their efforts largely to 
gaining information to lessen industrial poisoning, and 
especially lead and phosphorous poisoning, to prevent 
night work of young persons and women, and to secure 
a reasonable maximum work day for adult males, espe- 
cially in mines and smelters. 
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The International Association has been especially help- 
ful in initiating international labor legislation; and it is 
doubtless due to it more than to any other one agency 
that the world’s first international treaty, especially de- 
signed to promote the interests of labor, was signed be- 
tween France and Italy, April 15, 1905; a truly epoch- 
making event, of which President Sherrer says in his 
Report to the Fourth Meeting of Delegates: 


“In his exposé, given two years ago, of this Franco- 
Italian Labour and Social-Protection Treaty, Herr Di- 
rector Fontaine said of this good work that it would 
make an end to the complaints of French manufacturers 
about unfair competition ; that to it Italy owes its present 
system of factory inspection and the protection of Italian 
workmen in France, and the more just administration 
of the Savings Bank deposits and Insurance annuities of 
Italian subjects. He also remarked that this treaty owed 
its origin to the suggestions made, and the discussions 
carried on during the time of our Meeting of Delegates 
in 1902.” 


Our Association does not take any partisan attitude in 
the controversies between economic classes in general and 
between employers and employees in particular. And it 
is allied to no particular party. It is consulted by many 
governments and by adherents of the various political 
parties of our day; by employers as well as by advocates 
of labor. Its only allegiance is to the general welfare. 

We may thus say that the activities of our Association 
are directed by humanity, the beginning and end of all 
economics being man, but that its humanitarian ends are 
directed by scientific investigations. Its recommendations 
are carefully considered with respect to efficiency and 
fairness in international competition. It believes that it 
is best to precede action by deliberation, exhortation by 
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scientific study, and that progressive movements will in 
the end be more rapid if in every case they are based upon 
a well-thought-out, scientifically established program. In 
this practical and scientific work it invites general partici- 
pation of the men of science, of the men of labor, of the 
men of capital, and generally of the men of leadership 
in industry and in State. 





THE NORMAL LABOR DAY IN COAL MINES. 
THOMAS K. URDAHL. 


The length of the labor day in any industry depends 
partly on the nature of the industry itself, but more 
largely upon the stage of industrial development which 
the industry has attained. Nearly every industry passes 
through the handicraft or house industry stage, in which 
there is no regularity of wage or employment, and where 
hours may be excessively long or short according to the 
season. It frequently happens that the hours of labor 
that prevail in such an industry in the handicraft stage, 
are maintained long after it has envolved into the factory 
stage. Long hours are also often found in such indus- 
tries as mining or milling, because they have grown up 
in village or agricultural communities, where the custo- 
mary labor day is from sunrise till sunset. 

When the factory stage is reached labor organizations 
also make their appearance, and strive for higher wages 
and shorter hours of labor. In the great majority of 
cases employers of labor believe that a reduction of 
hours or increase in wages is detrimental to the business 
concerned, and resist all such efforts on the part of union 
or industrial laborers. Some of the coal-mines of this 
country are still in the handicraft stage, the pick and 
donkey cart being used in about the same way they were 
in the eighteenth century. Here a ten or twelve hour or 
even longer day naturally prevails. Others have reached 
the stage of capitalistic production where mining machin- 
ery in the form of steam and electric coal cutters, coal 
conveyors, huge hoists and breakers and thousands of 

154 
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workmen, make coal mining a regular business, very 
similar in its operation to a large factory. Here we have 
conditions more favorable to short hours, regularity of 
employment, and of uniform scale of wages. 

The transition from the first to the second stage is not 
entirely due to the introduction of machinery, but to an 
even greater degree to the industrial development of 
the country itself. In the handicraft stage the market 
for coal was exceedingly uncertain and variable. The 
domestic or winter consumption of coal was by far the 
most important and the demand in summer was very 
small. The miner and operator was very often the same 
person, and worked his mine with the aid of a few work- 
men and boys. When demand ran short he would go 
out and look for buyers and having secured a few orders 
would call his men together and start work for a week. 
or a month. Under such conditiions it is evident that 
both the mine worker and the mine owner would be 
anxious to operate long hours in order to take advantage 
of the busy season.? 

In the capitalistic stage the demand for coal is much 
more uniform all the year round. The smelters, the 
ocean steamers, and the factories of the country need the 
same amount of coal in the summer as in the winter, and 
the demand fluctuates only slightly from year to year, 
or from winter to summer. A single ocean steamer, 
like the Lusitania, is said to use as much coal per week 
as a city of 25000 needs for domestic use. This stable 
demand makes it possible to operate regularly, and to 
profitably make use of a shorter labor day. Where de- 
mand is very great, these mines may often run two, or 
even three, eight hour shifts of men, in twenty-four 
hours. 


*See Chart I. 
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This rather stable demand seems at present to be 
largely supplied by mines operated by corporations who 
are either directly or indirectly under the control of the 
coal-carrying railroads, and in a large percentage of them 
a long labor day still prevails. In the anthracite mines, 
which are almost entirely controlled by the railroads, 
there were in 1906, ninety companies operating with a 
nine hour day, three with a ten hour day, and a half 
dozen companies where the hours of labor varied from 
six to ten hours. In West Virginia the four railroads 
appear to be rapidly getting control of all the coal fields 
and are heavily interested in the largest coal mines. The 
nine and ten hour day is said to prevail in the majority of 
the mines. 

Side by side with these corporation mines, we have 
numerous smaller ones, many of which are still in the 
handicraft stage, where output is determined by the ex- 
ceptional demand of the winter months or of periods of 
industrial prosperity.2, Here the long labor day seems 
often to be as natural and as necessary as long hours in 
the summer months in agriculture. A legal limitation 
upon the labor day would probably force many of these 
operators to shut down or sell out to the more powerful 
competitors, thus hastening a process now going on, 
which ultimately will result in consolidation of the coal 
industry of the country. In the larger mines on the other 
hand, that is, the mines which have regular transpor- 
tation facilities at their disposal, the shorter work day 
would be possible. Here the ten and twelve hour day 
appears as a sort of arested industrial development, 
which has been retained by artificial means, long after it 
should have passed away. 

Lack of organization on the part of the mine workers 


* See part above the broken line B C in Chart I. 
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is the chief cause. This is often the result of conscious 
or unconscious efforts on the part of operators, to intro- 
duce alien laborers over whom the labor organizer has 
little or no influence. 

Just as the immigrant is the feeder of the sweatshop 
and one of the chief causes of the long hours prevailing 
there, so the foreigner is the chief factor in the retention 
of the long hours in the coal industry. Where native 
American labor is employed we find the long labor day 
only in communities, like the Southern states, where coal 
mining is a new industry. This will perhaps explain 
the hostility of the union men to the foreigners, or 
“dagos”’ as they are termed in mining communities, and 
furthermore shows the intimate relation between the 
immigration problem and the length of the labor day. 


GEOGRAPHICAL DISTRIBUTION OF THE EIGHT HOUR DAY. 


We have, therefore, a very complex problem to con- 
sider. Geographically the so-called eight hour day is 
found in the central states and the Rocky Mountain 
region, and the long hours are found in the East and 
South. In the central states, 1. e. Ohio, Indiana, Illinois, 
southwestern Pennsylvania, Kansas, Arkansas, Okla- 
homa, Texas, and parts of lowa and Kentucky the short 
labor day has been obtained through the efforts of the 
miners’ unions by making it a part of their joint agree- 
ments with the operators. In Pennsylvania and West 
Virginia and in parts of Maryland, Virginia, Alabama, 
Tennessee, and Georgia, the eight, ten, and eleven hour 
days prevail side by side, with a preponderance in favor 
of the ten and eleven hours.* The Rocky Mountain states 
that have secured an eight hour day by legislation are 
Utah, Wyoming, Montana, Nevada, Colorado, and the 


*See Charts IV, V, and VI. 








158 American Economic Association 


Central state, Missouri. The Colorado law was declared 
unconstitutional by the state supreme court, but in the 
other states the laws now seem to be in force. 


CONSTITUTIONALITY OF EIGHT HOUR MINING LAWS. 


The chief question concerning the constitutionality of 
such laws, is whether or not they violate the Fourteenth 
Amendment by abridging the privileges and immunities 
of citizens of the United States. In the famous Utah case 
of Holden v. Hardy,* the United States Supreme Court 
decided this question with all the justices except Brewer 
and Peckham concurring. In this case the court in con- 
clusion lays down the principle, that the class of em- 
ployees does not stand on an equal footing with the em- 
ployers. The employer makes the rules and the em- 
ployees are practically constrained to obey them. Hence 
self interest is often an unsafe guide and the legislature 
may properly interpose its authority. It is not so much 
the right of contract of the employer that is interfered 
with, as that of the laborer, whose right to labor as long 
as he pleases is violated. The fact that both parties are 
of full age and competent to contract does not necessarily 
deprive the state of its right to interfere where the parties 
do not stand on an equality and public health demands 
that one party to the contract shall be protected against 
himself. The state is no greater than the sum of its 
parts, and when the individual health is sacrificed the 
state must suffer. Some years later this decision had been 
handed down, a similar law in New York restricting the 
hours of bakers to sixty per week came before the Su- 
preme Court for adjudication. The opinion of the Court, 
this time, delivered by Justice Peckham, ran in part as 
follows :° 


* 160 U. S. 366. 
* Lochner v. New York, 25 Sup. Court Rep. 539. 
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“There is no reasonable ground for interfering with 
the liberty of person or the right of free contract by 
determining the hours of labor in the occupation of a 
baker. There is no contention that bakers as a class are 
not equal in intelligence and capacity to men in other 
trades or that they are unable to assert their rights and 
care for themselves. . . . . There is in our judg- 
ment no reasonable foundation for holding it to be 
necessary Or appropriate as a health law to safeguard 
public health or the health of the individuals who are 
following the trade of a baker. . . . . Under such 
circumstances the freedom of the master and employee 
to contract with each other in relation to their employ- 
ment and in defining the same cannot be prohibited or 
interfered with by law without violating the federal 
constitution.” 

It is evident from these cases that the court holds, that 
coal mining is a dangerous, unhealthy occupation, and 
that it is a part of the police power of a state to pass an 
eight hour statute for protection of the health of the 
miners. The result of the Utah decision is that the 
miners have an eight hour “bank to bank” day. This 
means that they are hoisted and lowered on the time of 
their employer instead of on their own time, and makes 
the effective work day about seven and one half hours. 
This decision of the United States Supreme Court is of 
the very greatest importance for future legislation in the 
interest of coal miners and makes it possible, wherever 
the state constitution does not forbid, to enact laws on 
this subject. 


THE MINERS’ EIGHT HOUR DAY IN FOREIGN COUNTRIES. 


Eight hour legislation has not only been tried by the 
so-called sagebush legislators of the Rockies, but has 
been put into operation by three of the coal mining states 
of Europe. Austria was, in 1884, the first European 
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nation to limit by law the number of working hours in 
coal mines to ten. On January 27, 1901, the law was 
modified so as to reduce the labor day of all underground 
workers to nine hours from the time of entry to the 
completion of the outward journey, including the lunch 
period. This law went into effect in July, 1902, and 
reduced the labor day of seventy per cent. of all the coal 
miners of Austria to an actual working day of about 
eight hours. 

France has also enacted legislation on this subject. To 
a certain extent this legislation is said to be due to the 
great strike following the frightful disaster at Cour- 
rieres. The law, which was passed January 209, 
1905, and became effective January 5, 1906, provides 
for a legal day of nine hours, calculated from the descent 
of the last miner into the shaft, to the arrival at the bank 
of the first worker at the end of the shift. This limit 
is to prevail during the two years, January 1906 to 1908, 
From 1908 to 1910 the working day may not exceed 
eight and one-half hours, and after January 5, 1910, the 
day is limited to eight hours. The law therefore provides 
for the introduction of an eight-hour day by two half 
hour stages extending through four years. 

The French law, in contrast with the Austrian, does 
not apply to all underground workers, but only to hewers 
or pickmen who work in “abbatage”’, i. e. at the coal face. 
It seems highly probable, however, that it will be ex- 
tended to all underground workers in the near future. 

The only other European country which has at present 
in operation a legal limitation of the miners’ labor day is 
Holland. Here also the law is of recent origin, and only 
came into operation on November 1, 1906. Up to Jan- 
uary I, 1908, the labor day in the Dutch coal mines shall 
not exceed nine hours, and after 1908, no man shall be 
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allowed to stay underground longer than eight and one- 
half hours a day, calculated from the beginning of the 
descent into the shaft to the beginning of the ascent at 
the end of the shift. 

Aside from these cases and the experiments in Austral- 
asia, but a very little progress has been made toward the 
eight hour day by means of legislation. | Nnmerous 
efforts have been made to secure such laws in Eng- 
land, Germany, and America. In England such men as 
Chamberlain, Balfour, and Sir Charles Dilke have advo- 
cated an eight hour day for coal miners, and no less than 
fourteen such bills have been introduced in Parliament 
during the past fifteen years. 

Much progress has also been made as a result of the 
efforts of the laborers themselves. Each of the great 
miners’ strikes in England, Germany, and America have 
thus far been mile stones in the eight-hour movement. 

In the great German coal strike of 1889 the main 
demand of the miners was for “the eight-hour shift 
which we inherited from our ancestors”. The outcome 
was an eight-and-one-half-hour day for about four-fifths 
of the coal miners of Germany. The operators granted 
a nominal eight-hour day, which was not to include the 
time taken in going from the bank to the place of work 
and return. In the strike of 1905, in which about 
200,000 coal miners took part, the strikers demanded a 
system somewhat like the one introduced in France. 
They demanded a nine-hour day, including the time of 
entry and exit, for the year 1905, eight and one-half 
hours for the year 1906, and an eight-hour day after 
1906. 

The demands of the miners were not granted, and as 
a result bitter complaints are heard at present in all the 
mining communities of Germany, because the govern- 
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ment refuses to legislate on the alleged abuses in the coal 
mines. In Germany, as in America, legislation of this 
sort lies within the province of the individual state, and, 
with the exception of Prussia, they have thus far done 
nothing. In Prussia the working hours at the collieries 
are fixed by the labor regulations issued by the mine 
owners and sanctioned by the superior mining authority 
(Oberbergamt). This authority is empowered by the 
Diet to fix the length of the labor day in those cases 
where the health of the miners is endangered by the long 
hours. Thus far little has been done, except to provide 
that where the temperature in mines exceeds 28 degrees 
C. (=82.4 degrees F.), that the labor day shall not 
exceed six hours. 

Even Belgium, where women and children are still 
found working long hours in the coal mines, has by royal 
decree appointed a commission to inquire into the effect 
of the limitation of hours in the mining industry. Much 
progress has therefore been made along the line of re- 
stricting the hours in the colleries, both by means of vol- 
untary agreements between operators and miners and 
by legislation, and it seems highly probable that other 
states will soon adopt similar measures. Thus far such 
laws have been adopted only in the smaller coal-producing 
states of Europe and America. France produced about 
thirty-five and a half million tons in 1905, Austria thirty- 
five million, and Holland less than a million tons, whereas 
in America the output of all the Rocky Mountain states, 
that have enacted eight-hour laws, is very small compared 
with the enormous tonnage of Pennsylvania and West 
Virginia, which, according to the returns for 1906, are 
the two largest coal states of America. 

America’s real industrial rivals, Germany and England, 
whose output in 1905 was two hundred and thirty-six 
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and one hundred and seventy-four million tons respect- 
ively, have thus far failed to pass such laws. The advisa- 
bility of such legislation for the largest coal-producing 
states, has therefore not been conclusively demonstrated. 
Before such measures can be advocated, it is necessary 
to determine what their effect upon the laborers will be, 
and whether the economic effects on the industry and 
commerce of the country make this kind of legislation 
desirable. 


THE PRESENT LABOR DAY IN COAL MINES. 


First, we must ascertain what the present hours of 
labor are, if we wish to judge of the effect of an eight- 
hour law upon the output and the conditions of the 
laborer. In a factory or other industrial plant it is com- 
paratively easy to get at the hours of labor at any given 
time. But in coal mining we have often a variable work 
day according to the conditions in each mine. In some 


localities the niixe is normally in operation ten hours each 
day, but most of the miners rarely work that length of 
time, because they are paid by the ton and not by the day, 
and may stop work whenever they please. 

In many communities there are certain short days on 
which the miners stop work at noon. Where the native 
American predominates, the mines usually close at noon 
on Saturdays, because the miners wish to attend football, 
baseball or other games on that day. Then there are 
days on which no work is done, which, in addition to 
Sundays, are considered either legal or regular holidays. 
Where the foreign element is found, there are from 
twelve to fourteen Church holy days on which the mines 
have to close down. In England, where the average 
normal labor day is nine hours and three minutes, the 
loss of time due to these causes amounts to four hours 
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and twenty-five minutes per week, leaving an effective 
average of only forty-nine hours and fifty- three minutes 
per person for each normal week. 

There is also much time lost in all collieries as a result 
of stoppage of the mines due to lack of orders, shortage 
of cars, strikes, lockouts, and accidents. The English 
labor and trade conditions are much more stable than the 
American, and yet the average loss of time due to these 
causes for the ten years ending 1906, was three hours 
and thirty-seven minutes per week, in normal weeks. 
This reduces the weekly average to forty-six hours and 
sixteen minutes. All this loss may be said to be due to 
causes over which the miner has little or no control, and 
may therefore be considered unavoidable. In addition 
to all this, there is everywhere a good deal of voluntary 
absenteeism not due to illness or any of the above causes. 
The miner simply stays away from work for a day or 
more at a time, and thus sometimes loses as much as half 
the available working time of the week. This sort of ab- 
senteeism is not confined to any one locality or to any 
particular season of the year, but occurs everywhere, in 
periods of abundant demand and full work, as well as in 
times of depression and short work. In England, again, 
the average amount of available work voluntarily with- 
held by the miners themselves for the period of 1899 to 
1905 amounted to three hours and three minutes per 
week, leaving a balance of only forty-three hours and 
thirteen minutes, which may be considered the actual 
average number of hours for all classes in normal weeks. 

It appears, therefore, that for the entire United King- 
dom, out of the total possible fifty-four hours and eigh- 
teen minutes which the English coal miner may work in 
a normal week, that he actually does put in forty-three 
hours and thirteen minutes, or seven and one-fourth 
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hours per day. These seven and one-fourth hours not 
only include the time which he actually works at the coal 
face, but the time spent in traveling from the mouth of 
the shaft to the place where he works, and the time taken 
for lunch. The English committee therefore found that 
on an average the English miner actually put in not much 
more than six hours of actual work on a normal workday. 

While no accurate data are obtainable on which to 
base a similar computation for the United States, it seems 
highly probable that the average number of hours would, 
for the whole country, be even less than in England. 

It is usually assumed that a shorter work day will 
produce greater regularity of employment and that much 
of this loss of time due to voluntary absenteeism and 
preventable causes would disappear. Thus far the results 
in America do not confirm this belief. In Ohio, where 
the eight-hour day prevails, the average number of days 
worked in the year 1905 were 173, whereas in West 
Virginia, with the ten-hour day, the average number of 
days were 237, and in Virginia 237, and in other states 
from 150 to 250. In no case, even where the eight-hour 
day is in force, do the miners work the entire 300 days 
in the year. . 

It is perhaps true that a shorter and more rigid labor 
day will eliminate some of the absenteeism and induce 
the operators to have the breaker and other machinery 
running more regularly. But, considering the character 
of the labor and the nature of the industry, this would 
by no means make up for the loss of time due to the 
reduction. It has been estimated that in the United 
Kingdom the total labor hours per day, would be reduced 
from 6,197,359 to 5,474,328.° It is almost inconceivable 
that the increased regularity and efficiency of the miners 


* See Chart II 
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should counterbalance this enormous loss of time. In 
some cases the laborers are not working at their maxi- 
mum efficiency and in others they have already reached 
their optimum, and but little increase is possible. The 
increased efficiency due to shortened hours is more mani- 
fest where the reduction is from twelve to nine than 
where the reduction is from nine to eight hours. 


EFFECT ON MECHANICAL EQUIPMENT. 


The enlargement of the production per man per hour 
is much more likely to result from the improvement in 
the mechanical equipment of the mine. Improved and 
larger breakers, hoists, coal conveyers, an increase in the 
number of shafts, and better methods for handling the 
coal after it leaves the mine, promise much larger increase 
in output of coal in the future. This movement will 
probably be hastened by an eight-hour day—but it is a 
movement which is going on about as rapidly in the 
mines where the ten-hour day prevails as in the eight- 
hour mines, and it cannot therefore be legitimately called 
a result of an eight-hour law. 


ECONOMIC EFFECTS OF THE EIGHT-HOUR DAY. 


The most important economic question involved is 
whether or not such a law will result in a diminution in 
the output of coal. This question is answered affirma- 
tively by nearly all mine owners and by those who oppose 
such legislation. Others, among whom are many leading 
economists, labor union leaders and investigators, main- 
tain just as vigorously that the reduction of hours to 
eight, will not in the long run decrease the output per 
day per man. Large amounts of statistics are cited on 
both sides, but a careful study reveals the fact that but 
few accurate data are available on this specific problem. 
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If a shortening of the labor day causes a great reduction 
in the output of coal it is a most serious matter, and is 
of far greater importance to the country than a reduction 
of output in any other industry, since nearly all industries 
depend to a greater or less degree upon a cheap and stable 
supply of this commodity. The industrial prosperity of 
a country is no longer measured by the per capita con- 
sumption of meat and bread. Says Jevons in his treatise 
on the Coal Question: “Our subsistance no longer de- 
pends on our production of corn. The momentous repeal 
of the corn laws throws us from corn to coal. It marks 
the epoch when coal is finally recognized as the staple 
produce of the country.” This epoch, foreseen by Jevons 
for England at the time of the corn laws, has also arrived 
in America, and if she is to hold her own in the compe- 
tition for world markets, she must see to it that her 
factories, smelters, and steamships are supplied with as 
cheap a fuel as her rivals England and Germany. 

The most thorough investigation of this question thus 
far attempted, has been carried on by the recent 
Miners’ Eight-Hour Day Committee in England. 
In a hearing before that committee, Mr. Radcliffe Ellis, 
the chief representative of the mine-owners’ association, 
attempted to show that a reduction of the hours of labor 
in the United Kingdom from the present average of nine 
hours and three minutes to eight hours would mean a 
reduction of 31,900,000 tons per annum, or about thir- 
teen and a half per cent. of the total output.* This, he 
maintained, would quickly produce a crisis and ultimately 
the downfall of England as the industrial leader of the 
world. 

As far as actual experiments are concerned, Austria 
probably furnishes the best example. After a trial of 


~ *See Chart IT 
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four years, the statistics compiled by the Austrian Bureau 
of Agriculture, indicate that one hundred and seventy- 
five, out of the total of three hundred and two coal mines, 
maintained their output, seventy-eight produced less than 
they had before, and forty-nine fluctuated from year to 
year. 

The Royal Mining Office of Breslau, Germany, states 
that the reduction of the labor day for the miners in 
Lower Silesia resulted in from six to twenty per cent. 
decrease in the output, and in only three mines was it 
increased. On the other hand, the secretary of the York- 
shire Coal Masters’ Association states that the eight- hour 
day had increased the output in the Yorkshire collieries, 
whereas in Cumberland a three-fourths hour reduction 
resulted in an eleven per cent. diminution in the coal 
product. 

The evidence therefore shows what we would naturally 
expect it to show, that the output is increased under cer- 
tain conditions and decreased under others. It depends 
on the character of the men, the character of the coal bed, 
and the character of the management, whether one result 
or the other follows. 

Generalizations are exceedingly dangerous and they 
often mean nothing, but if the meager data obtainable in 
the United States may be made the basis of a general 
conclusion, it may be formulated as follows: A reductiou 
of the labor day in Pennsylvania and West Virginia will 
not result in an enormous curtailment of production, as 
is maintained by the operators, nor will it result in in- 
crease of output, as contended by some writers ; but it will 
result, for a time at least, in a reduction of the quantity 
of coal put upon the market, and that in turn, unless a 
crisis sets in, will mean higher prices both to the manu- 
facturer and the domestic consumer. 
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In the long run the mining industry will easily make 
up for the curtailment of production brought about by 
a short labor day. As an illustration of the possible 
expansion of coal production under an eight-hour day, 
it is only necessary to observe the extraordinary increase 
in the output of the mines of Illinois, just before the two- 
year agreement between the miners and the operators 
expired, on April 19, 1906. (See Chart III.) If at that 
time, in anticipation of a strike, the output could be in- 
creased over a million tons above the highest point 
reached by production during the busiest season of the 
year, it is reasonable to suppose that in the country as a 
whole, a small increase in price would in the long run 
bring about a more than equivalent increase in production. 

In attempting to pass upon the question whether a 
legal, rigid eight-hour day should be introduced in spite 
of the probable reduction of output, it is necessary to 
consider both its effects upon the miners, whose motto is, 
“Whether you work by the piece or the day, reducing 
the hours increases the pay”, and also the effect upon the 
industries dependent upon the coal supply. So far as the 
miners are concerned, there seems to be almost unanimity 
of opinion that a regular eight-hour day would be ad- 
vantageous. There is nothing, says Charles Booth, that 
so tends to demoralize the character of a body of work- 
men as irregularity of employment. 

The educational movement, the Americanization of the 
aliens, the development of thrift and manhood, are all 
fostered by short regular employment. It will give the 
miner what Ernest Abbé said every man was entitled to, 
namely: “Eight hours for work, eight hours for sleep, 
and eight hours to be a man.” But the laborers are not 
the only ones to be considered. The great outside public 
has become a third partner in the coal industry. Its in- 
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terests must also be considered. The public is vitally 
interested in the elimination of everything that produces 
disturbances in the regular supply of coal. The Bureau 
of Labor reports that in the twenty years, 1881-1900, 
13,116, or eleven and two tenths per cent, of all the 
strikes in the United States were for a shorter labor day, 
and in 37,113, or thirty-one and six-tenths per cent. of all 
the strikes, a shorter labor day was one of the causes. 
During the last six years there has been scarcely a single 
great strike, in which this question has not been im- 
portant. If by legislation it is possible to eliminate this 
important cause of labor disputes in the coal industry it 
might be desirable, even if the output were for a time 
reduced. 

In Illinois and Ohio, two of the greatest coal-producing 
states, in which the miners themselves have secured an 
eight-hour day, the average number of days worked by 
the coal miners in the year 1905 was only one hundred 
and seventy-three. In Illinois the average for 1906 was 
only one hundred and seventy-two days, and for the 
fourteen years ending 1906 the average was one hundred 
and eighty-four days. In Pennsylvania, West Virginia, 
and Virginia, states in which the longer days prevail, 
where the unions have not been strong enough to win by 
force a shorter day, the average number of days worked 
each year is very much greater. In West -Virginia the 
average for 1906 was two hundred and thirty-seven days, 
for 1905 two hundred and thirteen, and for the ten years 
ending 1906 the average was two hundred and twenty- 
four days. 

The other states show similar returns. These figures 
help us to appreciate the economic waste involved in 
letting the contending factions fight it out. If, in the 
state of Illinois, the coal miners have been forced to be 
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idle from four to six months each year during the past 
fourteen years in a period of unprecedented industrial 
prosperity, it would seem to indicate that the systems 
of fighting out industrial disputes is disastrous to the 
worker at least. An average of from four to six months’ 
enforced idleness on the part of every coal miner in the 
state tells its own story of misery and loss. 


THE EIGHT-HOUR DAY IN ITS RELATION TO THE HEALTH 
OF THE MINERS. 


The ruling of the Supreme Court in the Utah case lays 
particular stress on the necessity of such legislation in 
order to protect the health of the miners. The question 
naturally arises whether a shorter labor day does mate- 
rially benefit the health of the miners and whether the 
miner’s health is such that he needs protection. Very 
few reliable data can be found, but if we can accept the 
results of the English statistics relating to the health of 
coal miners, we find that mining is there apparently a 
dangerous but not unhealthy profession. 

Taking as a standard the number of males between the 
ages of twenty-five and sixty-five years, among whom one 
thousand deaths occurred in 1900-2, the English Superin- 
tendent of Statistics found nine hundred and twenty-five 
deaths among occupied males, and among the same num- 
ber of coal miners actually following their employments, 
only eight hundred and forty-six deaths, whereas the 
number of deaths among an equal number of tin miners 
is far in excess of the average for the occupied males in 
the country. 

There are said to be no special diseases that particu- 
larly effect coal miners. In recent years, however, the 
coal miners of Belgium, Germany, and Australia have suf- 
fered in large numbers from an intestinal disease caused 
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by a parasite (Anchylostomiasis). When once introduced 
it spread with great rapidity, largely as a result of lack of 
cleanliness on the part of the miners and lack of sanitary 
appliances in the mines. 

The disease is preventable in its nature, and has not 
as yet spread to England or America. While the occu- 
pation of the coal miner does not appear to be especially 
unhealthy either in England or America, it does not fol- 
low that shorter hours would not be beneficial to the 
health of the miners. According to the scanty informa- 
tion obtainable from England, those counties in which the 
mortality was highest were also the counties having the 
longest hours for coal miners, whereas the lowest mor- 
tality rate is found in those mining districts in which the 
labor day is shorter than the average. There is not 
enough evidence to warrant any generalization on the 
subject, since none of the state mining inspectors or 


bureaus of labor have given the subject much attention. 


ACCIDENTS IN COAL MINES AND THE LABOR DAY. 


On the other hand, considerable attention has recently 
been given to the causes and prevention of accidents in 
coal mines. The terrible catastrophes both in the United 
States and in foreign countries have aroused public senti- 
ment everywhere, and in response to this demand, several 
states are now making statistics of accidents, and investi- 
gating their causes and methods of prevention. The 
advocates of the eight-hour day in coal mines maintain 
that accidents are often due to the exhaustion and care- 
lessness brought about by long hours. Furthermore, it 
is claimed that a shorter labor day would promote educa- 
tion, which in turn would tend to lessen the possibility 
of accidents, since many of them are due to ignorance, 
rather than to carelessness. 
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The opponents of such a measure claim, on the other 
hand, that an eight-hour day will cause excessive haste 
and carelessness, since nearly all miners are paid by the 
ton instead of by the day, and in order to do the same 
amount of work in eight hours as they now do in ten, 
miners will give less attention to the timbering, the roof, 
etc., thus increasing the probability of accident. If a 
shorter labor day would really result in greatly increased 
speed, this conclusion would probably be sound, but in 
many cases it is asserted that the miner will not work 
any faster, but will simply utilize the time which is now 
wasted and thus maintain the output per day. If acci- 
dents were particularly numerous during the last hours 
of the day, as we would expect in case they are due to 
fatigue and carelessness, a shorter day would tend to 
diminish their number, but statistics seem to show that 
the majority of all mine accidents occur in the earlier 
hours rather than in the latter part of the day. They 
are more frequent where foreigners are employed than 
among native-born miners, and, according to the data 
gathered by the inspectors of West Virginia, vary in- 
versely with the length of time the workmen have been 
engaged in mining. 

The long labor day does not, therefore, appear to be 
a direct cause of accident. There may be a slight indirect 
relation, but this also is very uncertain. The long labor 
day makes it more profitable to employ cheap foreign 
labor than under an eight hour day. These foreigners, 
ignorant of the language of the bosses and the managers, 
can with difficulty be taught the most elemental principles 
of safe mining. In some of the German mines this 
danger is deemed so great, that foreigners who do not 
understand the German language are refused permission 
to work underground. A compulsory eight hour day 
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would make it unprofitable to employ the cheapest grade 
of labor now utilized, and native-born miners would, it is 
believed, take the place of the immigrants. 


THE MEANING OF AN EIGHT HOUR DAY. 


An eight hour day in coal mining has no definitely 
established meaning such as it has in the factory. The 
men must descend the shaft a few at a time and, where 
the number of workmen is large, this operation takes 
from fifteen minutes to an hour. In England the aver- 
age is half an hour, whereas in America the average is 
perhaps lower because many of the mines are very near 
the surface. The eight-hour day as interpreted by the 
English Committee means a ‘bank to bank’ day, which 
means a period of eight hours’ duration under ground 
for each individual miner. It may be calculated from the 
time the first cage in the morning leaves the mouth of 
the mine to the time when the first cage in the evening 
carrying miners reaches the surface, or it may be cal- 
culated from the time the last cage leaves the mouth of 
the shaft to the last cage in the evening. Another way 
to measure the eight hour day is to calculate it from 
the descent of the first man to the ascent of the last man, 
thus confining all the operations of the colliery to certain 
specified hours. This method would make the average 
time of all miners underground, from eight and a quarter 
to eight and a half hours. 

Another method of interpreting the term “eight hour 
day” is, that it means eight hours for raising coal and 
that the men shall be raised or lowered before and after 
this period of time. This is the method used in many of 
the mines in Germany. According to the regulations of 
the Royal Coal Mines, it is counted “from the termination 
of the lowering of the men in the cages to the beginning 
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of the raising of the men”. In the Central States where 
the so-called eight hour day now exists it is in reality an 
eight and one-half hour labor day. The miner, in most of 
the bituminous mines, has to be in his working place and 
not, as in Germany, at the shaft of the mine at both the 
beginning and the end of the eight hours, which means — 
that he has to be hoisted and lowered on his own time and 
furthermore has to travel to and from the place of work 
from the base of the shaft, which in some mines is a 
distance of nearly four miles. As the shaft is deepened 
and as the workings progress, the miners’ labor day will 
thus gradually become longer, until another limit is estab- 
lished, usually as a result of a strike or a labor struggle. 
This condition prevails more or less generally in all the 
coal mining states east of the Mississippi, and that means 
that the labor day agreed upon in 1897 will in time grow 
longer and longer, and thus become a cause of future 
labor disputes. 

Legislation is therefore not only needed in Pennsyl- 
vania, West Virginia, and the South, where the long day 
prevails, but in the very states in which the eight hour day 
is said to prevail, in order to establish a uniform and 
unchangeable normal bank to bank day, so as to fix by 
law the unit of measurement of labor just as at present 
weights and measures are established. This being fixed 
there would still be ample scope for collective bargaining 
between the miners and the operators concerning the 
wages or rate per ton. Such labor legislation could be 
introduced most advantageously in a time of industrial 
depression when the demand for coal is declining. At 
such times there will not be so much opposition to it on 
the part of the operators, nor will it result in a great in- 
crease in the price of coal. In many states the machinery 
for carrying out such a law is already in existence, for 
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the duties of the present mining inspectors could easily 
be enlarged. 


A RIGID OR ELASTIC EIGHT HOUR DAY. 


It is important to consider whether such a law should 
be absolutely rigid and uniform or whether temporary 
or permanent exceptions should be allowed, by giving 
some official in authority, power to issue permits to 
operate longer than eight hours per day. Permanent 
exemptions might be granted in those cases where mines 
would have to be shut down, were the law rigidly en- 
forced. Temporary exemptions might be granted for 
a month or two in times of emergency when the demand 
for coal is excessively great and the supply inadequate. 
In France where this system has been tried the temporary 
exemptions have aroused bitter criticisms, whereas no 
complaints have been heard with regard to the permits 
for the poorer mines. It is a question whether such an 
elastic system could be carried out in the United States. 
Where a suitable scheme of enforcement could be devised, 
it would seem exceedingly desirable, if exemptions could 
be granted to those mines whose profits are so small, that 
they could not continue in operation under an eight hour 
system. This, however, is a question of administration 
and expediency rather than one of policy. In any case, 
what is needed first of all, is investigation. To this end 
there should be more codperation between the state and 
national investigating agencies. To obtain valuable re- 
sults some uniformity of terms and their meanings should 
be agreed upon, and special attention given to the actual 
conditions in the coal mines of each state. Such investi- 
gation should precede legislation so that the law-makers 
may know exactly what changes such a law will bring 
about, how many laborers and how many mines will be 





Normal Labor Day in Coal Mines 177 


affected, and what the probable diminution of output 
will be. 

The shorter labor day is bound to come. [If it is not 
introduced by legislation, it will come as a result of 
industrial war and at an enormous cost to the country at 
large. The economists and writers on this subject seem 
to be divided into two great camps. One group, like 
Professor Ashley, the representative of industrial im- 
perialism, believes that brute force will in the end have to 
settle all these questions, that it is best to let the laborers 
and the employers fight it out if such disputes are to be 
permanently settled. They believe that legislation usu- 
ally interferes with the natural trend of events without 
really accomplishing anything. Says Professor Ashley 
in his book on the Adjustment of Wages, “For it has to 
be clearly understood that the ultimate arbiter in the 
industrial world as in the world of international politics 
is force. The determining decisions can commonly only 
be arrived at by a trial of strength.” 

The other group seems to believe that we have reached 
a stage, where the state can put an end to some of these 
industrial combats, by making laws which will diminish 
the uncertainty concerning mutual rights. Legislation 
cannot of course do everything. Legislation can only be 
successful where it is backed by a party or public senti- 
ment strong enough to enforce the law. Where there 
are no miners’ unions, and where the foreign elements 
predominate in the coal mines, it is doubtful whether an 
eight hour law would be effective. But wherever the 
miners have aggressive organizations, they could secure 
the enforcement of an eight-hour law, even though they 
are not able to win an eight-hour day by force. 
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I, Number of miners employed each month in Ohio in 1905. 
Reproduced from the Appendix of the Report of the Miners’ Eight Hour 
Day Commission of England. 
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II. The labor day in the coal mines of England. 


The part above the broken line shows the time which would be lost by 
the introduction of an eight hour day. From Report of Miners’ Eight 


Hour Day Commission. 
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V. Anthracite coal companies in Pennsylvania in 1905 with labor day. 
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WORKINGMAN’S INSURANCE IN ILLINOIS. 
CHARLES R. HENDERSON. 


I. 
ORIGIN OF THE MOVEMENT. 


When President Roosevelt was Governor of New 
York in 1899, an effort was made in the New York 
legislature to introduce a compensation law, such as had 
been passed in England in 1897. Governor Roosevelt 
was eager to have it passed, but the representatives of 
the trade unions were instructed to work for a more strin- 
gent liability law, and the movement was retarded, tem- 
porarily defeated. 

In the year 1902, Senator David J. Lewis, a lawyer, 
introduced into the legislature of Maryland a bill in- 
tended to encourage or virtually compel employers, in 
certain dangerous occupations, to provide insurance for 
their employees. There was in the law a drastic pro- 
vision extending the scope of liability, and then the em- 
ployer was permitted to avoid this liability by paying 
given sums to the State Insurance Commissioner for the 
creation of a fund, out of which a death indemnity of 
a thousand dollars should be paid. The law was passed, 
and a number of death benefits were paid out by the 
Insurance Commissioner. It was declared unconstitu- 
tional by an inferior court, on the ground that the law 
gave judicial powers to an administrative officer. No 
case has been carried up to the Court of Appeals, and 
the final test has not ‘been applied. The author of the 


bill thinks that the indifference of employers to the law 
188 
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was due to the fact that the number of cases attributable 
to negligence is so small that freedom from liability, 
under that clause, is not sufficient motive to induce them 
to go to the trouble to insure their employees.* 

This experiment seems to indicate that we cannot make 
progress by indirection. The legal principle, underlying 
the present liability law, is that of damage due by the 
employer to an employee injured in consequence of culp- 
able negligence; while insurance is based on a broad 
social policy, in which personal culpability is hardly con- 
sidered. Oil and water do not mix. 

On June 5, 1903, the legislature of Massachusetts in- 
structed the governor to appoint a committee to report 
on laws on the relations between employers and em- 
ployees. On Jan. 13, 1904, they reported a bill, prac- 
tically the same as the British Compensation Act of 1897, 
amended 1900. This bill was discussed and defeated, 
on the ground that such a law would place a burden on 
the manufacturers of Massachusetts, which would not 
be borne by these in states not having such a law, and 
would cripple them in competition. Legal criticisms 
have exposed several other objections.’ 

The German exhibits of the German social policy at 
the Expositions of 1893, in Chicago, and of 1904, in St. 
Louis, contributed greatly to public interest and intelli- 
gence. The exhibits of the United States showed in 
pitiful contrast, and awakened shame and resolve in many 
minds. 


II. 


THE ACTS OF THE LEGISLATURE OF ILLINOIS. 


The immediate occasion for the introduction of the 
subject in the legislature of Illinois was the defeat of the 


a See American Journal of Sociology, Sept., 1907, p. 196. 
* See Article of Professor E. Freund, Green Bag, 1907. 
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effort of trade unions to make the liability law more 
drastic by statute, since Illinois has the Old English 
Common law to regulate employers’ liability for neg- 
ligence. This defeat occurred near the end of the session, 
but the friends of the movement succeeded in having 
passed (May 2, 1905, in the House, May 4, in the Sen- 
ate), a joint resolution which reads as follows: 


“Whereas, The limited time at the disposal of the 
present session of the General Assembly is insufficient 
to take up, much less carefully and fully consider, the 
important subject of industrial insurance including pen- 
sions for aged workers, protective measures in the inter- 
est of the workingmen, which in other countries have 
proved of great value and benefit ; and, 

Whereas, Even in the most favored countries the 
margin between work and want is an exceedingly narrow 
one; besides there can be no apprehensions more keen 
or pitiless than the constant clinging dread shared equally 
by all wealth producers that misfortune in the form of 
sickness, the liability to become incapacitated through 
accident or by time’s inevitable advance accompanied by 
waning strength, there will be lacking the means neces- 
sary for ordinary maintenance. This most melancholy 
fact, of which all are conscious, poisons the present and 
fills the future with fears. The so-called civilized in- 
dustrialism of our day can be subject to no stronger 
criticism than the charge, fortified by universal experience, 
that the men and women whose productive energy have 
contributed so much to our wealth, progress and develop- 
ment, leading simple, unexpensive lives, become in their 
declining years powerless, principally because they are 
penniless; and, 

Whereas, It ought to be the duty of the law-making 
power of the state to prevent, so far as legislative aid 
and encouragement can modify, this deplorable state of 
affairs ; therefore, be it 

RESOLVED, By the House of Representatives, the Senate 
concurring herein, That the Governor is hereby author- 
ized and requested to appoint a commission consisting 
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of five representative men who shall serve without re- 
muneration and whose duties shall be to thoroughly in- 
vestigate and report to the Governor the draft of a bill 
providing a plan for industrial insurance and working- 
men’s old age pension for consideration and action by 
the members of the Forty-fifth General Asembly.” 

In accordance with this instruction, Governor Deneen 


appointed a commission: Charles H. Hulburd, a business 
manager, president; Adolph E. Adeloff, a representative 
of trade unions; David Kinley, University of Illinois; 
Harrison F. Jones, a lawyer and administrator of a rail- 
road insurance scheme; and Charles R. Henderson, secre- 
tary. The legal advisers of the commission were Mr. C. 
H. Hamill and Professor E. Freund, whose aid was very 
much appreciated. 


ITI. 


REPORT OF THE COMMISSION. 


By quoting a few paragraphs from the report of this 
commission we can best review the argument presented: 


“The duty of the commission is clearly and compre- 
hensively stated in the resolution of the General Assembly 
and the necessity for its work is indicated in the preamble. 
Under modern conditions of industry, as compared with 
those in the days of our ancestors, the causes of injury 
and disease are multiplied by the use of rapid, steam- 
driven machinery, by congestion in crowded shops of 
towns and cities, and by the increased strain of life; at 
the same time the operatives have no longer ownership 
and control of the instruments of production, no voice 
in the management of the process, no vote in shaping the 
physical conditions under which they must toil, and no 
share in the profits of the business. The vast majority 
of industrial laborers live upon wages and are under the 
direction of managers on whom they are economically 
dependent. 

“Under these conditions some measure of legal con- 
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trol, independent of both employers and employees, is 
recognized to be necessary in all civilized nations. The 
wage-worker produces for the common benefit, and when 
he is rendered incapable of earning by injuries caused by 
his employment he ought not to bear alone, and in the 
hour of his deepest need, the full burden of the loss. All 
the great nations have accepted the duty of social insur- 
ance except our own country; and it is not to be thought 
that we shall long remain, morally, in the rear. 

“The commission was specifically and distinctly re- 
quired by law to study the entire question in all its 
aspects, and to offer the draft of a bill embodying their 
conclusions in form for legislation. It should be noticed 
that they were required to offer a bill embodying the 
principle of insurance in some form: ‘Whose duties shall 
be to thoroughly investigate and report to the Governor 
the draft of a bill providing a plan for industrial insur- 
ance and workingmen’s old age pensions for considera- 
tion and action by the members of the Forty-fifth General 
Assembly.’ 

“To meet the needs of insurance in case of disability 
or death of workingmen several legal systems have been 
devised in civilized and progressive nations: (a) The 
method of making the employer liable for injuries to 
workmen so far as they are due to negligence or fault 
of the employer. This is the present law of Illinois and 
was formerly the law of European countries. (b) The 
method of requiring the employer to pay a measured 
compensation to workmen injured, or to the dependents 
of workmen killed by occupationa! accidents, whether the 
employer is negligent or not. This is the British law, 
and a bill to the same effect was introduced and defeated 
in Massachusetts, in 1904. (c) The method of encour- 
aging or requiring employers to insure all workmen in 
some substantial company or association. This is sub- 
stantially the French law of 1898, recently much extended 
in scope. (d) The method of compulsory insurance, the 
only complete and adequate system, as found in Germany 
and Austria. There are various intermediary types, but 
all tend toward compulsory insurance of some kind, since 
this alone is complete. 
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“The present law in Illinois is the ancient English 
common law interpreted by court decisions. The essen- 
tial principle of this law is that an employer is bound to 
take reasonable care to prevent the injury of persons 
employed, and that an injured workman may recover 
damages for loss of income due to the negligence of the 
employer. The law recognizes an obligation of the 
employer to provide indemnity, but in practice this pro- 
tection is utterly unsatisfactory. The law in its present 
state does not define the obligation nor measure its extent. 
The decisions of juries are so utterly inconsistent and 
capricious that they seem to have no uniform and equit- 
able basis. Indemnity for loss of earning power should 
be based on the extent of that loss, but there is no definite 
legal tariff of rates for the guidance of courts; and this 
uncertainty makes it impossible for the business world 
to make regular provisions for the inevitable expense. 
But even if the law were explicit and clear in its definition 
of obligation, fatal objections remain. The workman 
must prove negligence, and this is extremely difficult. 
This state of the law, taken in connection with the 
crowded condition of the court dockets, provokes litiga- 
tion and increases the proverbial delay of justice. The 
state is put to enormous cost on this account ; the wounded 
workman or his bereaved family must wait for long 
years, meantime without means of support, until a de- 
cision is reached. Then it may be carried up to a higher 
court and reversed. If, by some chance, the workman 
or his family is awarded indemnity, a large part must be 
taken for legal expenses. 

“Employers, on their side, are annoyed by the working 
of the law. They are compelled, in self-defense and to 
avoid ruinous awards of juries, to resist every case or to 
pay heavy premiums to liability insurance companies to 
carry a part of their risk. These premiums and expenses 
constitute an enormous addition to the cost of production 
of commodities, for which consumers have to pay, and 
cripple the nation in competition with other nations in the 
markets of the world. Even after paying the cost many 
of the workmen who are injured and have no legal re- 
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dress must be supported by public and private charity. 

“The most serious objection to the law in Illinois and 
other states is that it affords at best protection in only a 
small number of cases. With all the partiality of juries 
for plaintiff, no lawyer can hope to win on the plea of 
negligence of the employer in more than a small per- 
centage of cases, estimated by some at Io to 15 per cent. 
of all accidents. Usually the accident is simply an inev- 
itable consequence of the business and the ratio of acci- 
dents varies with the nature of the business, some trades 
being much more hazardous than others. 

“It is obvious that, no matter how drastic and vigorous 
the liability law may be made by statute, it never can 
afford such protection as modern workingmen require. 
An employee who is disabled for life by an accident needs 
an insurance fund for his support, and if he is killed his 
family need help, whether the employer is negligent or 
not. No law which gives relief in only a small minority 
of cases can meet the situation. It is not prudent to edu- 
cate masses of men to regard the law as a mockery and 
delusion. 

“Furthermore, the only effect of severe legislation di- 
rected against employers is to cause them to combine to 
resist it, to organize to insure themselves against the 
higher degree of risk, and to intensify hostility and fric- 
tion between men who are associated in enterprise. There 
is already more antagonism and bitterness than is whole- 
some for our national life; and no law ought to be 
framed which history proves must have the inevitable 
tendency to deepen, widen, and inflame social distrust and 
opposition of interests. 

“It is sometimes argued that severe liability laws will 
make the employer more careful to prevent accidents; 
but experience in older countries shows that there is a 
more direct, certain, efficacious, and economical method. 

“The present law is rapidly producing antagonism to 
casualty insurance companies because it perverts their 
social purpose by making them a barrier between em- 
ployer and employee. Under the bill we propose, the 
casualty companies, as in England and France, would be 
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a natural mediator and friendly helper of both sides in 
interest, and thus their legitimate business would be in- 
creased without awakening distrust and hatred as at pres- 
ent is true. It is chiefly a defect in our law which has 
given occasion for the development of a kind of insur- 
ance which is satisfactory neither to employer nor work- 
man; for the law actually creates an artificial risk of 
unknown extent against which men are constrained to 
insure at extravagant rates. 

“Considerations of timeliness have induced us, though 
with reluctance, to offer a law which will not fully meet 
the requirements of the future, but we think it marks a 
definite stage of progress and will help to hasten the day 
of universal and complete insurance. Through actual 
trial and experiment its limitations will be discovered, its 
defects corrected, its provisions extended, and its admin- 
istration improved. 

“The law herewith offered conforms in its fundamental 
outlines and principles to the requirements of the joint 
resolution of the General Assembly of 1905; and if it is 
adopted and put in practice by employers it will afford 
to workmen vastly greater security than they can at 
present enjoy and will remove many of the anxieties of 
employers. It would afford a method of insuring all 
workmen in all hazardous occupations where it is used. 
It would give freedom to employers to avail themselves 
of any practical and reliable insurance agency, whether 
casuaity company, mutual insurance association, or cor- 
poration fund. It would leave trade unions as free as 
they are now to increase their own funds and follow their 
own methods; because the law aims only at a minimum 
insurance at lowest cost, while workingmen may still in- 
crease their benefits in other ways and will have more 
money to do so. The law will guarantee to workmen 
that the employers pay a reasonable part of the premiums 
in consideration of corresponding relief and advantage 
to themselves. It would protect employers from being 
heavily fined and threatened with bankruptcy through 
excessive awards. It would tend to prevent accidents by 
making every employer and every employee an interested 
inspector. 
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“We have thought it wise to recommend related and 
supplementary legislation, as laws for improved pro- 
tective methods and a scientific investigation of occupa- 
tional diseases. As these points will be covered by other 
bills to be offered at this session, we shall go no further 
than to indicate their close relation with industrial insur- 
ance. But we wish to remind the Legislature that insur- 
ance organization tends to make factory inspection more 
thorough, effective, and economical ; because under a sys- 
tem of insurance every employer and every employee is 
directly and financially interested in lowering the rate of 
premiums or increasing the amount of the benefits, and 
therefore is watchful to prevent both accidents and sick- 
ness by all possible means. 

“Undoubtedly the time is not distant when our indus- 
trial states must take up the problem of legislation upon 
sickness insurance. To provide a scientific basis for such 
legislation we recommend the appointment of a compe- 
tent commission having the power and the means to make 
a thorough study of the kinds, causes, and extent of dis- 
eases among workpeople, and the most modern methods 
of protection, prevention and insurance. 

“The commission does not recommend any legal meas- 
ures in relation to old age pensions, invalidism, unemploy- 
ment and sickness insurance. It seems that the most nat- 
ural point of approach to this whole range of much- 
needed protection is accident insurance. 

“Already some of the greater corporations are organ- 
izing old age pension schemes, and these seem likely to 
multiply. Later they may be better for a measure of 
legal regulation or stimulus. At present it does not seem 
wise to lay before the Legislature drafts of laws for 
which the public is not quite ready, for which there has 
not been adequate time for discussion and for maturing 
plans. 

“By a natural development accident insurance will lead 
on to sickness insurance and old age pensions; for it will 
soon be discovered that accidents are not the only impor- 
tant cause of distress in the families of workingmen; and 
the benefits which will be derived from accident insurance 
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will encourage the people to demand an extension of the 
principle to other fields. 

“We recommend to the General Assembly : 

“(1) The consideration of the essential features of the 
bill herewith presented, with such modifications as may 
be made after full discussion of all interests involved and 
represented. 

“(2) A law almost identical with the law of 1905 
(Acts, p. 293) on Mutual Casualty Insurance Companies, 
with such changes as will adapt it to the need of a mutual 
insurance association in which the interests of the work- 
ingman are more directly considered and in the manage- 
ment of which they are represented in the relative meas- 
ure of their contributions. 

“We recommend the amendment of the law of 1905, 
entitled, ‘An Act to provide for the organization and 
management of mutual insurance corporations for the 
purpose of furnishing insurance and indemnity against 
loss to members in consequence of accidents or casualties 
to any employee, person or persons occurring in or con- 
nected with the business of members thereof; and to con- 
trol such corporations of this state and other states doing 
business in this state and providing and fixing the punish- 
ment for violation of the provisions thereof’, by inserting 
as a second sentence in section 17, the following: 

“*When insurance companies are organized for the 
insurance of both employers and employees, or for the 
insurance of employees only, then the directors shall be 
composed of employers and employees respectively, in 
equal numbers.’ ” 


THE BILL. 


Owing to the fact that the commission could not thor- 
oughly revise its bill before the day set for introduction, 
the form printed in the report was afterward modified 
and so introduced into the Legislature. I shall attempt 
to give only its essential principles. 

Section 1 contains the most vital element : 
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“It shall be lawful for any employer to make a con- 
tract in writing with any employee whereby the parties 
may agree that the employee shall become insured against 
accident occurring in the course of employment which 
results in personal injury or death, in accordance with 
the provisions of this Act, and that in consideration of 
such insurance the employer shall be relieved from the 
consequences of acts or omissions by reason of which he 
would without such contract become liable toward such 
employee or toward the legal representative, widow, 
widower, or next of kin, of such employee.” 


Section 2 provides for the method of administration. 

Section 3 defines the nature of the insured risk. 

Section 4 describes the beneficiaries. 

Section 5 defines the benefits in case of death, and tem- 
porary or permanent disability. 

Section 6 requires the employer, in consideration of his 
exemption from other liability, to pay at least 50 per cent. 
of the premiums. 

Section 7 provides for notification of injury. 

Section 8 permits deduction of premiums of workmen 
from pay roll. 

Section 9 provides for custody of funds. 

Section 10 provides remedies for non-payment of pre- 
miums. 

Section 11 provides for collective policies. 

Section 12 covers the case of employees leaving service. 

Section 13 provides for settlement of disputes by arbi- - 
tration. 

Section 14 protects the benefits from seizure for debt. 

Section 15 provides that the employer remains liable 
under the common law if he neglects requirements for 
preventing injuries. 

Section 16 requires record of contracts and policies 
with the Insurance Superintendent. 
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Section 17 requires quarterly reports of settlements 
and payments. 

Section 18 provides for official forms of contracts and 
policies. 

Section 19 forbids an employer to make the signing of 
this contract a condition of employment. This was added 
after conference with trade union men. In any case it 
would be law. 

IV. 
THE RECEPTION OF THE REPORT. 


The immediate fate of the bill had been anticipated by 
the commission. The members of the commission real- 
ized from the beginning that their functions were chiefly 
educational and that neither employers nor employees 
were prepared for immediate action. 

Few members of the Legislature had given any study 
to the matter. The Senate committee which was charged 
with the bill gave the commission a patient and intelligent 
hearing. The Governor did all that was in his power and 
commended the report for favorable consideration. 

The lobby of manufacturers and railroads was there 
to defeat another bill for protective legislation and soon 
learned that our bill was for the present harmless; so that 
apparently they gave it no attention. Manufacturers 
who were consulted regarded it with favor. 

The trade union representatives openly opposed the bill 
in the committee hearings and elsewhere; they were sent 
there with a mandate to kill the proposed law and to urge 
action for protective legislation and a more drastic lia- 
bility law. It is manifest that unless their attitude is 
changed we cannot secure such legislation ; for lawmakers 
will not urge measures against their protest. 

It is therefore important for us to put ourselves in 
their place and try to understand their reasoning. From 
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repeated conversation, speeches and public articles, we 
may conclude that their antagonism to insurance schemes 
is due to several causes: 

(1) It became clear that the trade unions have not had 
time to consider the methods of insurance; and they have 
from some source acquired some distorted notions of 
what it means. As one of the ablest men among them, 
himself a zealous and convinced friend of the movement, 
declared, “We did not begin soon enough’. It is en- 
couraging to know that many of these men are giving the 
subject serious thought; in due time they will become 
advocates of some form of insurance legislation. 

(2) The workingmen have been trained by habit to 
look to the liability law for their legal rights in cases of 
injury. The law itself and the procedure of courts have 
drilled them to a combative attitude; the suit is for exem- 
plary damages, retribution for personal wrong, and what 
is sought is punishment of a person guilty of an offense. 
As experience user the new Compensation law in Great 
Britain shows, this hunger for revenge is not easily re- 
moved, after generations of training under it. , 

(3) Workingmen have been taught by the common 
law and procedure under it to look and fight for large 
speculative awards from juries and courts. They hear 
occasionally of awards of $5,000 to $30,000, and the nat- 
ural thirst of the gambler is unconsciously excited and 
made feverish in them. They do not think so much of 
the weary years of waiting; of frequent defeat and disap- 
pointment at the end; of the lion’s share which goes to 
the lawyers as contingent fees. They have not fully 
comprehended the fact that only a small part of the acci- 
dents in occupations is really due to negligence of the 
employer. But many of the men have learned this lesson 
and they will teach the others in due time. The workman 
cannot quite consent to give up this fascinating pursuit 
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of a lottery chance, with rare grand prizes, for the sober 
and measured methods of insurance. 

(4) Another cause of trade union antagonism to in- 
surance lay in the feeling that our particular measure 
comes short of the best laws of Europe; that the pre- 
miums there are all paid by the employers, while we, 
because we despaired of success if we asked more, re- 
quired them to pay only half of the premiums. It is 
acknowledged that there is justice in this claim. 

It is possible that some other form of law may be 
found which will meet this difficulty. (For example, 
might not the benefits be reduced to an amount which 
would be covered by half the proposed premiums, and all 
paid by the employers, on condition that they are released 
from further liabilities? Then the workmen would be 
free to increase and even double the benefits if they chose 
by accepting the proposed contract, or by insuring them- 
selves in some other way. Whatever is done at first will 
probably be a compromise measure which will educate 
employees and employers for something better.) Even 
as the bill stands it is better than any of the great railroad 
schemes, for in them litigation is avoided and the men 
pay almost all the cost of insurance. 

(5) We did not learn that the trade unions feared that 
our bill would weaken attachment to the unions. It is 
possible that they were to some extent affected by this 
fear, which could easily be shown to be groundless. 

(6) Perhaps the most decisive factor in determining 
the trade unions to antagonize our: bill was their concen- 
trated effort to secure protective laws. 

We did, indeed, make common cause with them; we 
offered evidence to prove that accident insurance laws, by 
requiring benefits without regard to proof of negligence 
in all cases of injury, would bring pressure to bear on 
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employers to use devices for reducing the number and 
severity of accidents. 

But where a body of men are intent on one single point 
they are apt to regard any other proporition as a kind of 
rival. 


PROBABLE INFLUENCE OF THE MOVEMENT IN ILLINOIS 
TO SECURE AN INDUSTRIAL INSURANCE LAW. 

Two of the specific recommendations of the commis- 
sion were adopted by the Legislature: (1) the require- 
ment that manufacturers should report all serious acci- 
dental injuries to the Bureau of Labor Statistics at the 
capital; (2) the creation of a new commission to study 
the questions relating to industrial diseases. 

The first of these measures will help to give us argu- 
ments and statistical data for an accident insurance law; 
the second will reveal the necessity for sickness and 
invalidism insurance. Both will keep the subject before 
the public mind. 

The question will not down. The City Club and the 
Industrial Club of Chicago have already taken up the 
problem for serious consideration. Lawyers have begun 
to seek for a constitutional way out. Great newspapers 
are publishing stories of accidents, tragic in their conse- 
quences, which call for insurance protection. The char- 
itable societies are opening their records to the public and 
revealing the causes of pauperism in accidents, diseases, 
invalidism, and old age. The Board of Cook County have 
instructed their agents to investigate the cases of depend- 
ent persons and families when their need of public relief 
was due to disease or accident. 

The charitable societies are alive to the significance of 
the question and they are studying their records to dis- 
cover how far the occupation ought to carry the burden 
of incapacity for earning a living. 
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In the preamble of both joint resolutions (for the in- 
surance commission and for the industrial diseases com- 
mission) the Illinois Assembly fully committed itself to 
the modern doctrine of social legislation. There is room 
for doubt as to their appreciation of the meaning of their 
preamble; for it is said by knowing ones that they passed 
the resolutions without much consideration and chiefly 
to get rid of the importunities of the labor people and 
“reformers”. 

Experience with politicians teaches us that many of 
them have short memories, especially while public opinion 
is not yet quite an avalanche. But the record stands and 
it contains a statement of political principle which is in 
contradiction to the old economic views of individualists 
and to the common law doctrine of employer’s liability ; 
it is frankly and clearly an assertion of the duty of the 
state to care for the welfare of the working people. 

Without committing ourselves as to the literary form 
of expression we may greet the substance of this assertion 
with satisfaction: 

“It ought to be the duty of the law-abiding power of 
the state to prevent, so far as legislation and encourage- 
ment can modify, this deplorable state of affairs” ; that is, 
the conditions under which working people, sober, indus- 
trious and frugal, after faithful service in multiplying 
the comforts of civilization, are denied a share in enjoy- 
ment by reason of accidents, disease, and old age. 

House Joint Resolution of March 12, 1907 (concurred 
in by the Senate, March 20), says: 

“Tt is universally recognized as the moral duty of every 
civilized state to secure and publish information of vital 
importance to all citizens to promote safety and health, 
and to foster and regulate insurance against loss of 
income by accident and disease.” 





THE RELATION OF THE UNITED STATES 
TREASURY TO THE MONEY MARKET 


DAVID KINLEY. 


The federal treasury touches the money market in two 
ways. In its fiscal operations under the independent 
treasury law it withdraws from circulation the money 
received in payment of taxes and dues of all kinds and 
disburses these receipts in making its payments at times 
and under conditions which have a reference only to 
its fiscal operations, and none whatever to the currency 
needs of the business community. In its simplest form 
the independent treasury is the recipient of a constant 
stream of money of varying dimensions, like a reservoir 
as it were, out of which the stream is permitted to flow 
again only at intervals, and in a volume that has no 
relation to the volume of the inflow. 

Through modifications of the law, however, made 
from time to time in the past sixty years, the indepen- 
dent treasury has been used by various secretaries of the 
treasury, either of their own initiative or under pressure 
from the banking interests of the country, as a means of 
controlling the currency supply ; that is, of giving to our 
currency supply the much desired and much debated qual- 
ity known as “elasticity”. It is this latter function which 
has become of paramount importance in recent years, and 
to which I shall invite attention in a moment. 

In its operation as a fiscal institution, the independent 


treasury has often been described and is familiar to all of 
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you. The principal objection to it, as has been already 
intimated, is that it withdraws money from circulation 
and disburses it again without any reference to the 
demands of the business community. Consequently, it 
has, at times, locked up currency when more was needed 
by the people, and has disbursed it when less was needed. 
At times, indeed, we have been more fortunate, and 
treasury intake and disbursement have coincided with 
the increased need and lesser demand, respectively. So 
far as the legal operation of the fiscal department of the 
government is concerned, however, such an occurrence 
is a happy accident. 

The evil thus caused was seen early in the operation 
of the independent treasury law, and measures taken to 
mitigate it. It is not necessary at this time to go into 
the details of the measures taken from time to time for 
this purpose. In the earlier days they included the pur- 
chase of government bonds by the treasury at high 
premiums, and the prepayment of interest on the govern- 
ment debt. Later the provision of the national banking 
law authorizing the deposit of the receipts by internal 
revenue collectors in national banks enabled the secretary 
of the treasury to lessen the irregularity in contraction 
and expansion due to revenue operations. Until within a 
few years these three methods were the only ones em- 
ployed or regarded as legal for preventing the indepen- 
dent treasury from disturbing the money market. While 
the revenues of the government yielded little or no sur- 
plus they were sufficient. It is clear, however, that the 
larger the surplus the greater the disturbance that will 
be caused by locking it up. 

Now, our revenue system is of the same happy-go- 
lucky kind as our fiscal machinery. We may almost say 
that our taxes are devised by one set of men, our expendi- 
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tures by another, without any connection with the former 
group, and that the actual amount of revenue received 
depends more upon the influence that can be exerted by 
the representatives of “proper” interests in our country 
than by the real needs of the government. Like certain 
gentlemen in romance, we get all we can and spend all 
we get, without asking whether what we get is a proper 
and reasonable amount for running the government or 
whether what we spend is wisely spent. 

Now, it happens that in the past forty years we have 
had deficits only nine times, while in the other thirty-one 
years the annual surplus has ranged all the way from 2.3 
millions of dollars in 1893 to 145 in 1902. 

The larger the surplus the larger the amount of money 
withdrawn from circulation and the greater the necessity 
for getting it back. In the absence of occasion for paying 
government debts with it, it can be gotten back only by 
depositing it in the national banks. No equalization of 
government disbursements from month to month through- 
out the year can do away with the mischief caused by 
surplus financiering and the consequent withdrawal of a 
large amount of money from circulation and its arbitrary 
distribution among the banks. Nor can the surplus be 
used as hitherto, in the earlier days, for the redemption 
of government bonds, because this redemption would 
cause a diminution, or at least prevent further expansion, 
of the national bank currency. 

In the face of these difficulties, which have been grow- 
ing greater with the larger surplus revenue, the past few 
years have seen a change in the interpretation of the law 
by the secretaries of the treasury in their efforts to pre- 
vent the evils spoken of. As has been already remarked, 
in the early days of the independent treasury law the only 
means at the command of the secretary of the treasury 
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to mitigate the disturbance of the money market caused 
by locking up the government income, were the anticipa- 
tion of payments of the national debt, prepayment of 
interest and permission to allow internal revenue to find 
its way into banks instead of directly into the treasury. 
In the past half dozen years the secretaries of the treasury 
have expanded their powers, and, instead of attempting, 
as formerly, simply to minimize the disturbance caused 
by the independent treasury, they have turned it into an 
active agency for the regulation of the currency supply 
of the money market. From being the direct and final 
lodging place for government money which it was de- 
signed to be by the constitution, the independent treasury, 
under the national banking act, became also, in part, the 
final reservoir of a current of money flowing through the 
national banks. Under Mr. Secretary Shaw in these 
latter years it was made a reservoir from which streams 
of money could be poured into the banks after it had 
reached its constitutional resting place. It is only within 
a few years that any secretary of the treasury has ven- 
tured to take money already in the treasury and deposit 
it in the banks. By so doing the secretary of the treasury 
has arrogated to himself the complete control of the 
elasticity of our currency. He has made deposits when 
he thought the money market was stringent or likely to 
be so; he has withdrawn them when he supposed the con- 
trary condition prevailed or would prevail. In other 
words, a man not engaged in business has undertaken to 
control the ebb and flow of the means of payment. If his 
judgment were always sound as to the occasions for in- 
terference, it is doubtful whether it ever could be as to the 
extent of interference necessary or desirable. In other 
words, the extension of the practice of depositing govern- 
ment money in the banks is an attempt to do by arbitrary 
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or mechanical means what ought to be left to come about 
as the result of business operations. It is a power of too 
great potential danger and misuse to be left to any officer 
or any individual. 

As we have seen recently, the practice arouses criticism 
and suspicion among the public and gives rise to charges 
of favoritism among the banks. Moreover, the feeling 
on the part of the banks that the government money is 
available if they can convince the secretary of the treasury 
of its need, militates against care on their part. When 
a stringency occurs banks are likely to rely on the gov- 
ernment so much as to prevent their taking measures for 
the early restoration of the natural correctors of the dis- 
turbance. As Mr. Andrews has put it in his recent ad-° 
mirable article on the subject in the Quarterly Journal of 
Economics, the practice “tends to check appropriate meas- 
ures of precaution and to hinder natural methods of 
relief”. 

The authority conferred upon the secretary of the 
treasury by law, or, to speak more correctly, the interpre- 
tation of the law by Mr. Secretary Shaw, for the admin- 
istration of the independent treasury, has been used to 
open up still other methods of interference with the 
money market. Besides buying bonds, prepaying interest, 
permitting deposits to be made by collectors of internal 
revenue, and, finally, by depositing in the banks money 
once in the treasury, Mr. Shaw interfered further by 
accepting other than government bonds to secure the 
public deposits, an authority which was afterwards con- 
firmed by law. The secretary has attempted to relieve 
the depositary banks also by informing them that they 
need not keep reserves against their holding of public 
funds, thereby releasing the reserves thus previously held 
to sustain their liabilities. The secretary has further 
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virtually paid banks for importing gold by a device which 
allowed them the interest on the amount imported from 
the time the order for the importation was placed until 
the time of its receipt. 

We have seen the secretary of the treasury, moreover, 
actually try to control the existing amount of currency, 
and thus impart to it the elasticity it so much needs by 
withdrawing and disbursing large sums in anticipation 
of market conditions, on his own initiative, and on his 
own judgment. Having accepted other than government 
bonds to secure public deposits, he has insisted that the 
government bonds thus released should be made a basis 
for increasing the amount of national bank notes. 

It is hardly necessary to comment on the dangers that 
such a power in the hands of one man causes for the 
business interests of the country. Such a species of pater- 
nalism puts prudence at a discount, stimulates the specu- 
lative spirit, endangers the public money, and vitiates 
respect for the authority of the law, to say nothing of 
the vicious evils of favoritism and prejudice to which it 
gives rise. 

Thus we see that, in the sixty years of its existence, 
the independent treasury has become an institution of a 
very different character from what its creators intended. 
In 1846 it was the depositary of the public monies, in- 
tended to keep them safe from the manipulation of the 
banks. In 1861 it established a permissible but slight 
connection with the banks. In 1903 we find the law inter- 
preted so as to take money actually already in the treasury 
for deposit in the banks, and from then until now we see 
the independent treasury made an active and dominating 
factor in determining the volume of money in circulation, 
in other words, the elasticity of the currency. 

In the past few months we have seen the scope of inter- 
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ference of the government in the money market still fur- 
ther extended by the issue of interest-bearing treasury 
notes at a time when the government revenues were not 
only ample for its expenditures, but showed a large sur- 
plus; and the increase of our national debt for a similar 
purpose. 

In the face of the evils that such arbitrary interference 
in so many ways has caused, it is somewhat surprising 
to find the independent treasury defended by so able an 
authority as Mr. F. A. Cleveland. He insists that it is 
not true that the money in the vaults of the government 
is taken out of circulation. He emphasizes the help 
which the disbursement of the treasury gives to the 
money market at those times when they are accidentally 
made at opportune times. He objects to the deposit of 
the government funds in banks on the ground that this 
may increase monetary disturbances. He insists that the 
independent treasury increases the national money supply, 
that its periodic intake and output concur with the times 
of surplusage and need in the money market!. All that 
need be said with reference to these arguments is what 
has already been remarked, that the facts show that such 
a concurrence of treasury operations and money market 
needs is infrequent; that the system is liable to mis- 
take and abuse, and that at its best it is arbitrary and 
mechanical. 

The most important part of the remedy for the evils 
of the independent treasury as a fiscal institution is the 
wiping out of the surplus revenue, and the adoption of a 
budget which will leave on hand approximately only the 
necessary working balance for government expenditures. 
On that I need not enlarge. 

The second step is that this working balance of from 
twenty-five to fifty millions, as it may be, shall be kept in 
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the banks by the government, secured by bonds and 
treated like any other deposits, to be checked against by 
the government when needed. The secretary should be 
required, and not merely permitted, to keep the govern- 
ment money in banks under proper conditions. If there 
is a surplus revenue he should be required to treat all 
the banks equally in the matter of deposits, instead of 
showing favoritism, as is alleged to have been done by a 
recent secretary. In short, the independent treasury 
should be abolished. 

The abolition of the independent treasury would not 
and should not mean, however, the complete abolition of 
government influence in the money market. The passing 
of that institution is desirable because it is a bad fiscal 
agency, and because it opens the way to, if, indeed, it 
does not make necessary, unwise and illegitimate inter- 
ference with the money market. 

Under our system of currency, however, it is undesir- 
able, and, indeed, impossible, for the government to with- 
draw entirely from participation in the regulation of 
currency. Great emphasis has been placed in late years 
upon the necessity for securing elasticity of the currency, 
and perhaps we have never felt the need of that element 
so keenly as in the past two or three months. What is 
called our deposit currency has the element of elasticity 
in a high degree. The money part of our currency, how- 
ever, does not have it at all. Any proposals to secure this 
element, to be practicable, must have regard to the char- 
acter of our monetary system. 

Looking at the matter in a broad way, the interests of 
the banks and those of the public are, in one sense at any 
rate, the same. The promotion and protection of the one 
should therefore imply the promotion and protection of 
the other. Unfortunately, in banking, as in many other 
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lines of business, this optimistic view has not been borne 
out by experience. Not infrequently important banking 
institutions have followed their own interests at the ex- 
pense of the public. We are justified, therefore, in scru- 
tinizing closely proposals for alleged reform in our 
banking and fiscal procedure, if they emanate from the 
banking interests of the country and look to radical recon- 
struction of existing institutions. There is no doubt that 
many banking interests would be glad for their own pur- 
poses to be wholly untrammeled, either by the fiscal oper- 
ations of the government, or by its supervising control. 
They urge the specious plea that competition, if left to 
do its perfect work, will give us the best banking system 
and the best currency ; that the government when it inter- 
feres does only mischief, and that the solution of the 
whole currency situation should be left to the practical 
men of experience. The plea is specious for three reasons. 
The first is that competition left unrestrained is at least 
as likely to prove maleficent as beneficent. The second 
is that government interference and certain government 
supervision is not necessarily an evil ; and the third reason 
is that the men of large experience engaged in practical 
affairs are just as likely to have their vision clouded by 
the dust raised by their own activity and personal interest 
as the disinterested student is to be led astray by his 
ignorance of practical details. For these reasons we can 
not give way too readily to the demand of banking insti- 
tutions, which is growing more insistent with the passing 
years, that the control of our monetary situation be left 
entirely with the banks, and that the government with- 
draw its influence altogether from this field. 

When we are pointed to the banking system of Canada, 
Scotland, or France, or even Germany or England, as 
models for us to follow, we must not forget that condi- 
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tions in each of these countries are very different from 
ours. We have no banknotes, properly so called. The 
national banknote is an indirect government issue. For 
nearly half a century we have been developing the policy 
of getting on without banknotes scientifically so called, 
and making all our currency directly or indirectly the 
creation of the government. Suggestions for reform or 
amendment must either propose the abandonment of this 
kind of paper issues and the substitution of banknotes 
proper, or they must take for granted the exclusion of 
the banknote from our system, or, in the third place, like 
the American Bankers’ plan, they must propose a mixture 
of the two. We cannot abandon entirely and at once 
the system of bond-secured banknotes, and for two very 
good reasons. One is that the people will not have it, and 
the other is that the banks will not have it. To do so 
would throw a vast mass of government securities upon 
the market and cause a depreciation which would entail 
a heavy loss upon the banks. We must therefore retain 
our peculiar kind of note, and provide elasticity to our 
system either by making their issue easier and their cur- 
rent redemption easy, constant and necessary, or we must 
add to the inelastic volume now possible an issue of notes 
of the kind known as asset currency. For my own part, 
I see no good reason for abandoning our present system, 
if it can be shown that the desired elasticity can be secured 
under it. I believe that our people will still continue to 
insist that our paper currency shall be directly or indi- 
rectly issued by the government; that is, in popular 
phrase, that it shall have the credit of the government 
behind it, or be backed by the government. 

With this view, it is my opinion that the most practic- 
able mode of providing for elasticity is by an emergency 
currency secured by the banks from the government on 
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proper security, and with proper provisions to enforce its 
current redemption. If the banks are allowed to issue 
notes against their general assets one result will be the 
substitution of notes for a large proportion of their de- 
posits. They will push to the limit any advantage that 
they can get by increasing the issue of such notes, and 
we shall be always on the verge of an inflation of bank- 
note currency. The times and degree of expansion and 
contraction required by business should be determined by 
the banks under the pressure of business demand, but 
regulated and provided for by the government. In other 
words, when there is an increasing demand for money in 
any part of the country, the banks which feel this demand 
should be able at once to secure additional notes by the 
deposit of adequate security, and these notes should be 
so heavily taxed that it will not pay the banks to keep 
them out after the pressure for the money slackens. 

In times of pressure like the present, the real difficulty 
is that the so-called unincumbered and convertible securi- 
ties of the banks cannot be sold. If they could be, there 
would be no difficulty in supplying currency. If a means 
can be provided to furnish currency on the basis of these 
securities, the needs of the situation would be met just as 
truly and as well as if the banks were allowed to issue 
notes without such security. 

It is impossible, in the time at my disposal, to go fully 
into details as to how I think this should be accomplished. 
I should say in brief, however, that, in my judgment, it 
could be done by dividing the country into clearing house 
districts, compelling all banks of issue to be members of 
the clearing house of its district, making these clearing 
houses for this purpose agents of the government, and 
changing the national banking law so as to permit the 
issue of notes on the basis of securities approved by the 
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clearing house association, precisely as clearing house 
checks were issued in the past month or two, but subject 
to a heavy fixed tax, or to one graded according to the 
average rate of discount in the clearing house district. 

If I may summarize the points that I have tried to 
make, and include in the summary the provisions which, 
in my judgment, should be made for the federal clearing 
house project, they would be as follows: 

1. We should abolish the independent treasury as the 
fiscal machinery of the government. 

2. We should reconstruct our budget and give up the 
system of surplus financiering with all its mischievous 
interference with business and invitation to extravagant 
expenditure. 

3. We should require, not merely permit, the secre- 
tary of the treasury to keep the current balance of the 
government on deposit in such national banks as best suit 
the convenience of the government in making its pay- 
ments. If the government deposits were reduced to cur- 
rent balances, the opportunity for charges of favoritism 
in selection of banks would fall away. Having done 
away with the interference of a bad fiscal system in the 
money market, the government should undertake, in keep- 
ing with the character of the American system of cur- 
rency, to provide means for securing elasticity by divid- 
ing the country into clearing house districts, with at least 
one federal clearing house in a district acting as an agent 
of the government for the scrutiny and acceptance of 
securities to protect U. S. deposits and emergency issues 
of notes. 

4. Any national bank in a clearing house district may 
deposit any approved securities with said clearing house 
and receive in return notes upon an appropriate per cent. 
of the value of the security. 
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5. These notes should be in form and appearance like 
the ordinary banknotes, since a distinct form of note for 
emergency purposes disturbs confidence. 

6. These notes should be issued at a rate of discount 
slightly above market rate at any time, the net proceeds 
of the discounts to be covered into the treasury. 

7. Make these notes redeemable currently in lawful 
money at selected centers in the clearing house district, 
the banks of issue, and selected centers in other clearing 
house districts. 

8. For the retirement of these notes permit the bank 
that issues them to deposit gold or legal tender with the 
clearing house or the sub-treasury of its district, and re- 
ceive back its securities, either all at once or in stated 
proportions, as the bank chooses. 

9. Keep this deposit of gold or legal tender as a trust 
fund for the redemption of these notes only. 

10. Repeal the provision of the present law which 
permits country banks to keep part of their reserve in 
reserve Cities. 

11. Repeal the provision of the present law limiting 
the retirement of banknotes to a certain amount per 
month. ; 

The three salient points, therefore, are: 

The abolition of interference by fiscal machinery. 

The preservation of our present system of currency; 
and ; 

The provision under it for elasticity. 





THE RELATION OF THE UNITED STATES 
TREASURY TO GENERAL FINANCE. 


HON. LYMAN J. GAGE, EX-SECRETARY OF THE TREASURY. 


The United States Treasury, in its relation to the bank- 
ing and financial interests of the country, has occupied, 
since the creation of the national banking system, to go 
back no farther, an illogical, not to say an unjustifiable, 
position. By the National Banking Act, with its several 
amendments, the government became sponsor for banking 
institutions now numbering more than 6,500. The rights, 
duties, qualifications, and responsibilities attached by law 
to all these institutions were fixed by the government 
itself. Having brought these agencies into being, it vir- 
tually declared to the citizens of the land, “These are 
worthy agencies, and they deserve your confidence. For 
the faithful performance of the duties imposed upon 
them and in the interest of your safety, we, the govern- 
ment, will maintain over them a watchful and detailed 
supervision, disciplining those unfaithful to duty, while 
we will peremptorily suspend the power of any who shall 
prove unfit.” Clothed with these high warrants and sanc- 
tions, the national banks as a whole have made successful 
appeal to the business world, and these institutions now, 
taken together, are under money obligations to the people 
for a sum in excess of four thousand millions of dollars. 

What has been the practical attitude of the government, 
as expressed through its treasury and fiscal department 
to the banking agencies it has thus endowed with life? 
It can be set forth in a single paragraph. Never has it 
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itself entrusted its financial interests to the safekeeping 
of the agencies it has held out to the people as worthy of 
their respect and confidence. It has, indeed, on several 
and divers occasions, taken moneys from the treasury 
hoard and, under peculiar exacting conditions, has, for 
various periods of time, deposited a portion of these 
hoards with banking institutions, but it has in no way 
conformed to the general method by which the banking 
agency is utilized by the business public. It has, in fact, 
persistently refused to receive from that portion of the 
public from which it derives its enormous revenues those 
instruments of credit known as checks and drafts, which 
constitute the real currency of commerce and trade. Sep- 
arate, distinct, and aloof from the ordinary financial and 
industrial life by which, through its revenues and dis- 
bursements, it stands closely related, it is persistent in 
exacting cash in hand from its revenue contributors, 
while, on the other hand, it has distributed its payments 
in actual funds through its own special appointees. 

In all these particulars it has been as if the banking 
agency did not exist, or if existing, as,if it were unworthy 
of government use. The excess of its revenues, when 
excess there has been, was withdrawn from that public 
service to which through the banks it might have been 
applied. 

This, I say, was illogical. It might indeed have lain 
in the mouth of the great cofporations, such as railroads, 
the Standard Oil Company, and other enormous handlers 
of money values, to have said to the government: “Your 
ingenious so-called banking system does not commend 
itself to our respect and confidence. We believe neither 
in the people with whom we deal nor the banks you have 
created. Our revenues, however derived, must come to 
us in actual money. The device of checks and drafts, so 
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convenient and economical to the people in their other 
affairs, does not appeal to us. Having the power in our 
relation to do so, we dictate the conditions. Our money. 
when received, we will lock up, and in the natural finan- 
cial intimacies of life we will stand separate, apart and 
independent. We justify this action on the ground that 
your banking system is unsafe.” 

Now, if it were excusable on this ground for the great 
corporations referred to to have taken this arbitrary 
position, which nobody will affirm, it were inexcusable for 
the government to do so, since it itself determined and 
decreed all the qualifications for safety and efficiency 
which its own creatures should possess. 

Was this course of action on the part of the govern- 
ment necessary for just prudence as to the safety of its 
funds or proper economy in administration of its affairs? 
In answer to the first half of this question I affirm it. to 
be the fact demonstrated by careful and thorough exam- 
ination, that had the government employed the national 
banks in what is known as the reserve cities, depositing 
with them its revenues, with some just proportion to or 
regard for the relative capital of those various institu- 
tions, with no security from them whatever other than a 
first lien upon their assets respectively, there would never 
have been a dollar of loss to the government. If, on the 
other hand, the government had required, in consideration 
for these moneys so deposited, an interest return by the 
banks of say 2 per cent. per annum, the government 
would have realized from this source a total revenue up 
to the present time of something more than $70,000,000. 

As to economy of administration of the treasury funds, 
there would also have been an enormous saving, since the 
elaborate machinery of the sub-treasury and sub-treas- 
uries need not have been employed. Nevertheless, the 
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creator has steadily refused to employ its own agencies, 
while the rest of the business world, obedient to the law 
of economic advantage, has employed in its multifarious 
affairs the useful machine of banking-credit which the 
government has thus rejected. To add piquancy to this 
contrast, it might be truthfully said that were the large 
financial corporations above referred to, to abandon their 
present methods and adopt instead the example of the 
government and install each for itself an “independent 
treasury”, a cry of indignant protest would resound 
through the length and breadth of the land, and rightly 
so, unless it be that our modern system of credit and 
credit machinery for the transfer of property and pay- 
ment of account, etc., is a snare and delusion. 

If this be true, the government is no doubt justified in 
maintaining its own private purse independent of all 
things else. It is in that case equally true that everyone 
controlling money values should adopt the same rules. 
In short, the National Banking Act should be repealed. 
We are not, however, ready to return to a method closely 
allied to primitive barter. Concede this, and then the 
government is wrong—economically and logically wrong 
in its independent treasury. The disturbing influence on 
general financial affairs of excessive money hoarding by 
the government has been too often described to require 
any detailed notice here. If, then, a vote were to be taken 
among those who have capacity to judge of things in their 
true relationships, I do not doubt that the proposition to 
abolish the independent treasury and substitute for it the 
use of banking agencies as they now exist would receive 
a preponderating vote. I may be wrong in this opinion. 
I myself would hesitate, however, to vote in the affirma- 
tive on that proposition. I should much prefer that 
the motion be “laid upon the table” until our banking 
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system can be so amended that it shall be free, or com- 
paratively free, from the perturbations which periodically 
beset us, bringing in as a consequence a partial or com- 
plete suspension of the banking function upon which 
society depends for the regular on-going of its business 
affairs. 

I need hardly say that the amendments to which I refer 
must be in the line of unification or centralization of 
power. The weakness of the banking units as they now 
exist, so often demonstrated, must receive strength by 
association together or with some superior commanding 
agency able both to exercise control and furnish effective 
support. A central bank or a government bank of ade- 
quate capital properly organized for safety and efficiency 
is the sort of an agency to which I refer. Great Britain, 
France, and Germany offer good models which we may 
profitably study. 

I say I would maintain the independent treasury until 
such a time as our banking system is so reénforced be- 
cause, in spite of the lack of logical reasons for its exist- 
ence, it has been, and is now, the only agency which can— 
or theoretically can—regulate and give to some extent 
a degree of steadiness to the erratic movement incidental 
to our financial and banking system as now operated. 

By the intervention of the Treasury on many occa- 
sions in the past, it has averted threatened financial dis- 
aster. Given an always plethoric treasury, directed by 
an infallibly wise administrator (one who has never yet 
appeared), it could, by timely deposits of these hoarded 
moneys and by timely withdrawals of the same in part 
or in whole, give steadiness and regularity where other- 
wise there would be irregularity, dislocation, and panic. 
In these regards the independent treasury, when endowed 
with the needful power in money, can, and in my opinion 
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has, to a degree, served the purpose and discharged in a 
crude way the functions of a great government or central 
bank. This service, crude as it has been, often entirely 
lacking through want of power, often badly directed 
through lack of wisdom, is a development not anticipated 
nor foreseen in the laws establishing the independent 
treasury. It illustrates an old truth often recognized, 
that even out of evil good may incidentally come. Be the 
service to which I have referred worth little or much, it 
cannot safely be counted upon as a valuable factor in 
the future. The present overflowing treasury, through 
changed conditions, may, at no distant date, be in a state 
of exhaustion. A perfect system of government finance 
would indeed bring in each day from its sources of 
revenue a sum exactly adequate to meet its daily expendi- 
tures. We ought not, then, to permanently retain the 
independent treasury for the sake of its ambiguous and 
uncertain control as an intermediary in our financial life, 
with which it should by right interfere to the smallest 
degree possible. 

My conclusion, then is, first, that it should be abolished 
whenever and as soon as our demonstrated faulty banking 
system is corrected in the direction I have pointed out 
rather than described ; second, that the perfecting of our 
banking and currency system, so that it may at all times 
perform its important function in a safe and effective 
manner, both for the government and for all the people, 
is an end demanding the best thought and intelligent 
effort of financial students and political economists, and 
all patriotic people who desire for their country what will 
best make for its economic welfare. 





THE UNITED STATES TREASURY AND THE 
MONEY MARKET. 


THE PARTIAL RESPONSIBILITY OF SECRETARIES GAGE 
AND SHAW FOR THE CRISIS OF 1907. 


A. PIATT ANDREW. 


Everyone is conversant to-day with the peculiarities and 
shortcomings inherent in our independent treasury system. 
The frequently embarrassing withdrawals of money from 
circulation in periods of prosperity, when currency is in 
urgent demand, the reinjection of the treasury hoards 
into the circulation when the currency is already redun- 
dant, the exaggeration of these embarrassments on ac- 
count of the lack of a balanced budget,—these have be- 
come commonplaces too trite to require illustration or 
proof. 

These obvious and admitted deficiencies of the system 
have, however, been much appealed to in recent years to 
justify interventions of the government in the money 
market and perversions of the law, which were in no 
way necessitated by the deficiencies in question. For 
more than fifty years after the establishment of the inde- 
pendent treasury, successive secretaries had from time to 
time been confronted with the awkward consequences of 
the system, and had tentatively dealt with them by expe- 
dients of one sort or another that were in accord with the 
letter and spirit of the statutes, but without attempting 
to intervene in the financial world other than to remedy 
the difficulties arising from the treasury system. Within 
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the first decade of the treasury’s existence, Secretary 
Guthrie found himself confronted with an accumulating 
surplus, and proceeded in 1853 to its reduction by the 
purchase of government bonds in the open market. Sec- 
retary Cobb adopted the same remedy for a similar situa- 
tion in 1857, and several of the later secretaries, when 
the government revenues proved superabundant, have 
followed their example. Secretary Fairchild, in the 
period of the great surplus of the eighties, resorted to 
this method upon a larger scale than any other secretary, 
and used the surplus in the year 1888 for the redemption 
of government bonds in advance of their maturity to the 
extent of some ninety-four millions of dollars. 

After the establishment of the national banking system 
another method of reducing an uncomfortable surplus 
was Offered in the provision that the public money (except 
customs dues) might be deposited in the national banks. 
This, however, was regarded as an exceptional measure 
only to be employed in peculiar emergencies, and no con- 
siderable resort was ever made to the banks as deposit- 
aries for ordinary revenue until within the last decade. 
In the course of the war the banks which assisted in the 
placing of loans were allowed temporarily to retain the 
funds obtained from bond sales, sometimes to the extent 
of thirty or forty millions. Throughout the seventies, 
however, the public deposits seldom amounted to as much 
as ten millions, except during the refunding operations 
of 1879, when the proceeds of new bond sales were left 
in the banks pending the repayment and withdrawal of 
old bonds. During the eighties the deposit of public 
funds did not rise above fifteen millions, until the years 
of the great surplus, 1887 and 1888, when Mr. Fairchild, 
in desperation because of the treasury’s absorption of 
money, allowed the accruing revenues to be deposited in 
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the banks, and in April, 1888, the public deposits reached 
sixty-one millions. Up to that time the maximum amount 
entrusted to any one bank (except on loan account in the 
case of bond subscriptions) had been $500,000, but Mr. 
Fairchild raised the allowable deposit to $1,000,000. For 
these acts he was vehemently attacked in the public press, 
in campaign speeches, and later by his successor in the 
treasury department. Under Secretary Windom deposits 
were again brought down to a working balance of less 
than twenty millions, and there they remained until the 
later nineties. 

Until within the last decade the use of national banks 
as depositaries had been treated as an exceptional meas- 
ure. The national banks had been in existence for more 
than thirty years, but the federal treasury and sub-treas- 
uries were still regarded as the normal custodians of the 
government money. In one period of heavily redundant 
revenues, Secretary Fairchild had gone so far as to de- 
posit a little more than one-sixth of his total balance with 
the banks, but this policy had provoked general criticism, 
and had at once been reversed by his successor in office. 
Until within the last decade, also, the treasury had never 
ventured to intervene in the money market, except in 
moments of really great distress, such as the outburst of 
an unreasoning panic. Secretary Cobb, during the great 
crisis of 1857, and Secretary Richardson, in the memor- 
able crash of 1873, had helped to restore confidence by 
buying government bonds on the market, but, aside from 
such utterly exceptional occasions, one can say with ap- 
proximate accuracy that the treasury, since the establish- 
ment of its independence in 1846, had held aloof from the 
permutations of the market, and had made no effort to 
control it in one way or another. Nor had any secretary 
ever attempted, or probably ever thought of attempting, 





United States Treasury and Money Market 221 


to render the currency responsive to the changing needs 
of trade by the deliberate manipulation of the public 
funds. 

During the administration of Secretary Gage one be- 
gins to note the transition to a new view of the treasury’s 
functions and a new use of the secretary’s power. For 
the first time the treasury’s policy appears to be influ- 
enced by the rate of interest prevailing in the financial 
centers, and by the condition of the stock market. In the 
course of Mr. Gage’s period in office, the balance in the 
treasury, partly as a result of good times, partly as the 
outcome of Spanish war taxes and bonds, once more 
mounted to high levels. It did not, however, reach the 
record heights it had touched during the administration 
of Secretary Fairchild. Nevertheless, during the acute 
stringency in the financial market in the autumn of 1808, 
Mr. Gage not only attempted to relieve the situation by 
prepaying the interest and capital of bonds, but he saw 
fit to allow the deposits with the banks to rise from about 
twenty-eight millions to ninety-five millions. Again, in 
the stringency of the following autumn, 1899, although 
the treasury balance was no larger than the year before, 
the public deposits were increased to one hundred and 
eleven millions, which constituted more than one-third 
of the treasury’s total balance. Mr. Gage’s deposits 
were thus almost double the maximum reached under 
Secretary Fairchild, although the treasury’s absorption of 
money had not been so considerable. Moreover, it later 
appeared that a single institution, the National City Bank 
of New York, was made the recipient of more than fifteen 
and a half millions at a time, while another affiliated New 
York institution, the Hanover National Bank, was given 
the use of deposits amounting to more than four and a 
half millions. The largest award to any one bank in Mr. 
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Fairchild’s time, it will be remembered, was limited to 
one million. 

The change in policy foreshadowed and initiated by 
Secretary Gage became a full-fledged reality with Secre- 
tary Shaw. With him it became the avowed endeavor of 
the department to check every incipient stringency, and 
to prevent any contraction of credit, no matter what 
might have been its cause. During the five years of his 
service the traditions of a half century were completely 
set aside. The laws which had been carefully framed to 
limit the relations of the treasury were twisted and vio- 
lated, now this way and now that. The independent 
treasury system became practically extinct. Mr. Shaw 
apparently could conceive of but three evils in the finan- 
cial world, high interest rates, a decline in the prices of 
stocks, and a contraction of credit, but these evils, in his 
opinion, were so serious that they were to be corrected 
at whatever cost. Whenever any of these evils seemed 
imminent, nothing could prevent him from forestalling 
them. In the autumn stringency of 1902, he anticipated 
interest payments and bought bonds in the open market, 
as many of his predecessors had done; hut when these 
measures proved insufficient to bring interest rates down, 
he also launched two new experiments of doubtful legal- 
ity, one of which at least was of very questionable expe- 
diency. He offered to accept other than government 
bonds as security for deposits of public money, in the 
hope that he could stimulate an enlargement of the public 
deposits and of the note issue at the same time. He also 
informed the depositary banks that they need no longer 
keep cash reserves against their holdings of public funds. 
This measure at once affected about one hundred and 
thirty millions upon deposit throughout the country, of 
which forty millions were in New York. The ruling 
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would, if it had been carried out, have added ten mil- 
lions in New York City alone to the amount held as 
reserve against other deposits, or the basis for forty 
millions of new loans, while in other parts of the coun- 
try it would have justified a credit expansion of ninety 
millions. In New York, however, the Clearing House 
Association conservatively and wisely agreed not to ac- 
cept the offer, and have continued the old reserve require- 
ments against their members down to the present time. 
By the end of December, 1902, Mr. Shaw had increased 
his deposits with the banks to such an extent that they 
totalled over one hundred and fifty millions. 

In the following summer, that of 1903, Mr. Shaw 
repeatedly assured the public that he would allow no 
stringency in the autumn, and toward the end of August 
he revealed the reasons for his assurance. Up to this 
time it had been the unquestioned belief of the department 
that revenue once turned into the treasury could not be 
taken out and deposited with the banks. When Mr. 
Fairchild and Mr. Gage had made large deposits with 
the banks, they had merely allowed the internal revenue 
to accumulate there as it was collected. This was a slow 
process, and limited the secretary’s power of relieving the 
market to about half a million a day. On August 27, 
1903, Mr. Shaw announced that, according to his ruling, 
money could be transferred en bloc from the treasury 
vaults to the banks, and that he had on hand about thirty- 
eight millions available for that purpose. In other words, 
he announced to the banks before any. panic had occurred, 
that he intended to assist them if they were in need, and 
that he was ready to assist them upon a scale never before 
conceived possible. He held the entire treasury balance 
ready to use in support of what he took to be the needs 
of business. No statement could have made more explicit 
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his notion that it was the function of the government 
treasury to guard and protect the money market, to keep 
interest rates down and to prevent credit contraction. 
During the autumn of 1903 the government deposits rose 
to one hundred and sixty-eight millions. 

In the course of the presidential year, 1904, trade 
slackened; there was no tension in the money market; 
Mr. Shaw’s ingenuity was put to no further tests; his 
paternal policy was not brought into requisition. 

In the autumn of 1905, however, business had resumed 
its prosperous advance, the stock market was buoyant, 
and money rates ran high again. In the face of severe 
tension, stocks nevertheless continued to rise, the general 
belief at the time being that the secretary contemplated 
his usual assistance to the banks. For some reason, how- 
ever, on this occasion, Mr. Shaw abstained from his ac- 
customed intervention. It may have been because of a 
natural aversion to doing what he was expected to do; 
it may have been because the treasury balance had de- 
clined to the lowest point it had touched since he had 
assumed office; it may have been because the administra- 
tion was sensitive to the criticisms that had been raised 
against his earlier practices; it may have been because 
of the continued advance in the stock market which 
seemed to render treasury assistance superfluous. What- 
ever the reason for his apparent change of policy, the 
period of his abstinence from the money market was not 
destined to last long. 

Early in the next year, 1906, the bank reserves in New 
York revealed a deficit; many stocks began to decline; 
there were unmistakable signs of impending contraction. 
Mr. Shaw once more resumed his policy of supporting 
the market, first of all more or less surreptitiously, then 
openly. His first step was a private arrangement with 
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the most influential of the New York banks, by which 
that institution was to import gold, and be allowed to 
count the metal in transit as part of its reserve. This 
peculiar and unannounced arrangement went on for sev- 
eral weeks, possibly months, before a similar privilege 
was openly extended to the other banks. Not until April 
14th did Mr. Shaw make virtually the same offer publicly 
and without discrimination. He then announced that he 
would deposit government money with any bank which 
engaged to import gold, so that interest would not be lost 
during the period of shipment. Mr. Shaw claimed that 
in this way approximately fifty millions were brought 
from abroad, and at any rate forty-nine millions were 
deposited in the New York banks, or the basis for a loan 
extension of nearly two hundred millions. Of these forty- 
nine millions of public funds it is worthy of passing’ note 
that thirty-one were placed with a single institution, the 
National City Bank. 

In the late summer the stock market entered upon its 
last ill-advised upward swing, under the lead of influences 
that are well known, and in September the bank reserves 
again revealed a deficit. Once more Mr. Shaw poured 
oil upon the fire and repeated his operation of the pre- 
vious spring. This time forty-four millions of govern- 
ment money were turned into the New York market (of 
which twenty-five went to the National City Bank), 
ostensibly as an artificial stimulus to the import of gold. 
They represented Mr. Shaw’s last effort to prevent a 
contraction of credit, his last contribution to the advance 
of the stock market, for before another period of money 
tension had arrived, Mr. Shaw had withdrawn from 
public life, and had been welcomed to other fields of 


usefulness. 
Events have moved rapidly since Mr. Shaw left office, 
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and we are already in a position from which we can sur- 
vey some of the consequences of his policy in perspective. 

For an entire decade banking credit had been expand- 
ing with scarcely a momentary halt. The movement in 
its duration and extent was doubtless in large part attrib- 
utable to the vast additions made during the period to the 
money supply in the way of gold and banknotes. Nearly 
a billion dollars had been added to our supply of gold 
and about three hundred millions to our bank circulation, 
which meant an average annual increase for ten years of 
about one hundred and thirty millions. A considerable 
part of this increase had passed into bank reserves and 
had naturally formed a basis for enlarged credit. But 
the community’s credit as registered in bank deposits had 
increased far more rapidly than the money supply. The 
total of individual deposits in all of the banks, according 
to the Comptroller’s figures, had increased at the rate of 
about five hundred and ninety millions per year. Nor did 
this result merely from the fact that upon a given basis 
of money a multiple quantity of credit can always be 
created. It meant more than that. It meant that the 
proportion of credit to the currency in the country had 
also been increasing, for the ratio between the country’s 
money and the bank deposits in 1896 had been as 100 to 
182, but in 1906 credit had increased, so that the propor- 
tion stood as 100 to 310. 

It is worth while also to examine the relative proportion 
in which different classes of bank credit had increased, 
especially in New York, where Mr. Shaw’s operations 
had been most extensive. Here one can see most plainly 
the traces of his policy of stock market relief. If we 
compare the classification of loans in the national banks 
of New York City in September, 1896, with the same 
classification in September, 1906, we find an altogether 
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disproportionate and enormous increase in the loans to the 
stock market, as compared with industrial loans. Loans 
on time against commercial paper had increased by sev- 
enty-three per cent., but loans on time secured by stocks 
and bonds had increased by one hundred and seventeen 
per cent., and loans on call secured by stocks and bonds 
had increased by as much as one hundred and seventy-five 
per cent. 

Much the same story of disproportionate credit in the 
security market is told by the statistics of price move- 
ments during the period. The index numbers constructed 
by the Bureau of Labor registered a rise between 1896 
and 1906 in the prices of raw commodities of forty-nine 
per cent.; in the prices of manufactured commodities of 
thirty-seven per cent., and an average increase among all 
commodities of thirty-five per cent. To the average 
weekly wages of workingmen an increase of eighteen per 
cent. was attributed. If, however, we set alongside of 
these figures the movements in the prices of securities as 
tabulated by the Wall Street Journal, we find a most 
startling contrast. In the case of twenty leading railroad 
stocks, the increase in price amounted to two hundred and 
twenty-eight per cent., and among the twelve leading 
industrials the rise in prices reached even as high as two 
hundred and sixty-eight per cent. Security prices had 
been carried upward beyond all reason, and beyond all 
proportion with their earning capacity. Figures recently 
published show that the dividends of twenty leading rail- 
roads at the topmost prices of 1906 averaged a yield of 
scarcely more than three per cent. Some, like the Phila- 
delphia and Reading, offered less than two and a half per 
cent., or below the normal yield of a gilt-edged first mort- 
gage bond. These rates, it must be remembered, were 
particularly low because they occurred in a period when 
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money was depreciating, and when interest rates would 
naturally have been high. One of the reasons for this 
anomalous condition unquestionably was that Mr. Gage 
and Mr. Shaw had for the greater part of ten years 
resisted with all the vast resources of the government 
treasury the natural tendency of interest rates to follow 
the rising level of prices. They had, in fact, succeeded in 
keeping the money rate of interest below the rate which 
would have been “normal” or “natural” with a depre- 
ciating currency. They had kept alive a continuously 
excessive demand for credit, by making it available at less 
than the normal cost. They had sown the wind and their 
successor was to reap the whirlwind. They had helped 
to raise the tower of credit to a tottering height, and now 
the slightest agitation of any sort was sure to bring 
collapse. 

Mr. Cortelyou became secretary of the treasury on 
March 4, 1907, and before he had had time to settle 
himself in his new office, or to outline any general policy, 
the fiduciary structure fostered by his predecessors began 
to waver. Within ten days of his assumption of office 
the stock market experienced the most severe recession of 
several years, and Mr. Cortelyou found himself swept 
along by the precedents of Mr. Shaw, now extending to 
the banks’ relief in the form of more government de- 
posits, now offering again to accept railway bonds as 
security for such deposits, then offering to anticipate 
interest payments and also to redeem bonds in advance 
of their maturity. In thus retracing Mr. Shaw’s foot- 
steps he apologetically explained that this action must not 
be regarded as a precedent. It was even implied that 
eventually he hoped to arrange the affairs of the treasury 
so that the department would not have such close rela- 
tions with the New York market. This idea seemed to 
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be confirmed early in May by the announcement that he 
had appointed a commission of five to consider the whole 
question of the deposit of public funds in the national 
banks. 

In August, however, came a second and more severe 
setback in the stock market, and Mr. Cortelyou by this 
time seems to have adopted his predecessor’s theory as 
to treasury responsibilities, for on the 23d he came for- 
ward with a plan which may almost be said to have out- 
Shawed Shaw. He announced that, beginning with the 
first week in September, he would make deposits with 
the banks regularly for a period of at least five weeks, 
and that while so doing he would publish no information 
as to the amount of these deposits, or as to the manner 
of their distribution. He also suggested that, in his 
opinion, this was a plan which might with advantage be 
followed annually in the weeks of autumnal stringency. 
In the course of the next six weeks the deposits of the 
treasury with the banks increased by about nineteen mil- 
lions, and in the middle of October they totalled one 
hundred and seventy-six millions. 

Toward the end of October came the third great break 
in the market, and the actual outburst of the panic, the 
details of which are too fresh in memory to bear repeti- 
tion. It suffices to say that in its three opening days, 
between Wednesday, October 23d, and Saturday, Octo- 
ber 26th, Mr. Cortelyou turned more than thirty-one 
millions of the public funds over to the banks of New 
York City, carrying the total of government deposits in 
the national banks of the country to the enormous level 
of two hundred and nine millions. The power of the 
federal treasury to support the tottering edifice of credit 
had, however, at last reached its limit. The props snapped 
under the overwhelming weight. The financial frame- 
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work collapsed, and on Monday, October 28th, the vast 
majority of the banks in the country suspended payments. 
Of the efforts of the secretary in subsequent weeks to 
reérect the fallen structure, of his increase of the govern- 
ment deposits to two hundred and forty-two millions, and 
of his preposterous plan to borrow one hundred and fifty 
millions additional in order to turn them over to the 
banks, nothing need be said, except that they proved 
futile, and that the latter plan was generally condemned 
as ill adapted to afford either immediate relief or future 
safety. 

Such is the story of the treasury’s decade of pater- 
nalism. Beginning modestly under Secretary Gage, it 
developed flamboyantly under Secretary Shaw, and 
reached its logical and helpless end under Secretary Cor- 
telyou. It is a story of arbitrary and lawless meddling, 
sometimes involving favoritism, on the part of the treas- 
ury. It is a story of resultant improvidence on the part 
of the banks, involving in the case of the New York 
banks the lowest average reserves of any of the four 
decades since the national banks were organized. In the 
stock market it is a story of the most extravagant specu- 
lation since the Civil War. The end of the story has been 
the most general and prolonged collapse of the country’s 
credit system in the history of the national banking 
system. 

The completed record of these ten years shows very 
clearly the importance for the future of again divorcing 
the treasury from the money market. One cannot but 
hope that, with the return of settled conditions, either the 
commission which Mr. Cortelyou appointed last year, or 
Congress itself, will see the wisdom of putting aside the 
unhappy legacies of Secretaries Gage and Shaw, and will 
once more establish relations between the government 
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treasury and the banks which are automatic and invol- 
untary. 

This end might be attained in various ways. It could, 
I believe, be best attained if the secretary were required 
to deposit with the banks daily all receipts in excess of 
a fixed balance, and if the deposits were made available 
upon the same terms to all national banks. The treasury 
would then be relieved from any possible charge of dis- 
crimination or of market favoritism; and the banks 
would be debarred from the unwholesome expectation of 
outside relief, the existence of which is to-day a continual 
incentive to unpreparedness. A solution of this sort in- 
volves, of course, the working out of various questions 
of detail in distributing the deposits, such as the question 
as to how far from the place of its collection surplus 
revenue shall be distributed; the question as to the rela- 
tion between the amount to be deposited and the capital- 
ization or resources of the individual banks; the question 


whether the government shall charge a fixed rate of in- 
terest, or allow the banks to bid for the privilege of 
receiving the public funds; and the question whether the 
government deposits shall be given any peculiar security. 
None of these questions, however, will be found insoluble, 
if subjected to earnest inquiry. 





THE RELATION OF THE UNITED STATES FED- 
ERAL TREASURY TO THE MONEY 
MARKET—DISCUSSION. 


Epwarp W. Bemis: Will Professor Andrew, or any- 
one else, tell us the objection to the following simple 
plan of meeting the demand for an emergency circulation 
during times of panic? 

Let the Government offer greenbacks in any amount 
called for to any individual or corporation or bank which 
will deposit the proper security of government or munici- 
pal bonds. Let the said emergency circulation be subject 
to such a tax, or interest charge, as one may be pleased 
to call it, as would induce the return of the money to the 
Government as soon as the serious emergency is passed. 
Perhaps an interest charge of 7 per cent., or even of I0 
per cent., would be proper. The amount of charge could 
easily be adjusted by experiment. 

Is there any objection to the principle, and would it 
not accomplish, in times of panic, about as much as the 
more elaborate plans contemplated? This plan is not so 
very different from the so-called interconvertible bond 
schemes urged by Mr. Windom when Secretary of the 
Treasury, but contemplates a higher rate of interest on 
the emergency circulation than was provided for by his 
plan. 

Of course this would not go to the root of the question 
of the causes of industrial depression, but would certainly 
free such depression from some of its present seriousness. 

Undoubtedly one great cause, but by no means the only 
one, of the present depression has been the readiness of 
our banks all over the country to abandon their position 

232 





U. S. Treasury and Money Market—Discussion 233 


as in a measure trustees and protectors of the financial 
interests of the community in which they are placed. 
They have been ready to loan at high rates of interest 
on speculative stocks and even to invest directly in them, 
instead of taking care of the demand for loans on good 
commercial paper of the business men in their vicinity. 

But I would like to learn, from Professor Andrew 
or others, what objection there is to the type of emer- 
gency circulation just mentioned. 

(To the above Professor Andrew replied that if the 
rate of interest or tax on the emergency circulation were 
placed low enough to help in the usual Fall scarcity of 
money when the crops are moved or when the balance 
of trade seemed to call for it, the issue might also be used 
to further stock speculation and an injurious expansion of 
credits and prices would result: but that if the proposi- 
tion was to have the tax so high that the emergency 
circulation would only be called for in times of panic, 
resort to the issue would call attention to the existence 
of a panic, and would not be made until too late to afford 
relief. ) 


ALLEN R. Foote: One criticism of the Federal Treas- 
ury relates to its absorption of funds from the channels of 
trade and the accumulation and centralization of the same 
in the Federal Treasury. 

Another criticism is the use made of such accumulated 
funds by an arbitrary return of the same to the channels 
of trade in spasmodic efforts to relieve the pressure in the 
money market on the request of banking institutions. 
Both of these evils may be entirely overcome by the 
adoption of a Federal depository system similar to that in 
use in several states. 

I have in mind one state which a few years ago had no 
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depository law for its state funds. At that time the 
entire amount of the funds owned by the state was sup- 
posed to be always in the vaults of the state treasury at 
the Capitol, entirely withdrawn from the channels of 
trade and unproductive. At the present time this state 
has a depository law for state funds and for county funds 
and muncipal funds, and an effort is about to be made 
to extend the law to all public funds of every character. 
The state now has an annual income of about $100,000 
from interest upon the deposit of state funds. The rate 
is a flat rate of 2 per cent. 

This system could easily be extended to the require- 
ments of the Federal Government by a law requiring 
the deposit of all funds collected for the government, 
from whatever source, including post office receipts, in 
national banks located in the community where such col- 
lections are made. The accounts between collectors and 
the Federal Treasury could be settled by remittance of 
certificates of deposit from the banks in which the de- 
posits were made without any transfer of funds. 

The banks receiving the deposits should be required 
to pay 2 per cent. interest on daily balances and hold the 
deposits subject to check as is customary with commercial 
accounts. 

The disbursements of the Federal Treasury should be 
made by checks upon the depository banks in the com- 
munity where payments are due. This system will pre- 
vent the withdrawal of funds from the channels of trade; 
will create an income for the Federal Treasury on account 
of the use of its balances in the depository banks, and will 
prevent the centralization of funds in Washington or in 
the sub-treasuries. 

It will also take the Federal Treasury out of the 
speculative money market, because the Treasury will at 
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no time possess a large centralized fund that has been 
withdrawn from the channels of trade which it can return 
to the channels of trade to relieve pressure in the money 
market at the request of banking interests. 

Under this system, all money collected for the Federal 
Government will remain in the community where col- 
lected, excepting in those cases where the disbursements 
of the Federal Treasury are less than the amount of 
collections in a community. In such cases the unused 
balances will be transferred directly to other communities 
where disbursements exceed the amount of collections. 
This system will place the deposit accounts of the Federal 
Government in the same position as the accounts of pri- 
vate business. As the Federal Government inspects all 
national banks and, practically, through such inspection, 
certifies to the people that such banks are solvent and 
trustworthy depositaries for the funds of the people, there 
is no logical reason why the Federal Government should 
not use the same banks for its deposits on the same 
terms it encourages private persons to make their deposits. 


Witu1am A. Scott: I have been hoping that some 
patriotic adherent of the present administration would 
arise and defend the course of the Secretaries of the 
Treasury who have been so severely criticised by Mr. 
Andrew. Since no one has done so, I am inclined my- 
self to say a word along this line. 

I dislike our independent treasury system quite as much 
as either of the gentlemen who have spoken, and I agree 
with them in the opinion that it should be abolished at 
the earliest possible moment. In discussing this question, 
however, we should carefully distinguish between the 
system and the men who have been obliged to administer 
it. Criticism of the former does not necessarily imply 
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criticism of the latter. I cannot but feel that, both in 
his article in the Quarterly Journal of Economics and 
his address this evening, Mr. Andrew has done injus- 
tice to Mr. Shaw and other recent incumbents of the 
office of Secretary of the Treasury. I think he has 
exaggerated the effects of their actions on the stock 
market in New York and the influence which stock 
market operations have had upon them. A careful anal- 
ysis of fluctuations in stock exchange values in recent 
years will show, I think, that the most important of them 
have been quite independent of the Secretaries of the 
Treasury, and I doubt if the actions of Secretary Shaw 
and others have been determined by consideration of the 
stock market and its needs to the extent suggested by Mr. 
Andrew. 

We must remember that the Secretaries of the Trea- 
sury have been confronted by conditions over which they 
had no control. Since the fall of 1905 the New York 
money market has been in an almost constant state of 
stringency, for which the normal operations of the inde- 
pendent treasury system have been partly responsible. 
What were Secretary Shaw and others to do? Clearly 
they were under obligation to use the treasury hoards 
in such a way as in their best judgment would afford the 
maximum of relief. It is easy to criticise their judg- 
ment. No man ought to have been asked to take such 
responsibility, and no man could have performed such a 
task without subjecting himself to criticism. But since 
Congress has persistently refused to correct the evils of 
our currency system, in my opinion the Secretaries of the 
Treasury have been justified in going as far as the law 
would allow, and perhaps at times in stretching the law 
a little, in order to render all the assistance possible. 
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Davip KInLEy: There is one point on which I wish to 
make my own position perfectly clear. It is this: I do 
not believe that the actions of the banking interests of 
the country in the last few years justify us in entrusting 
to them the reformation of our currency. The recent 
behavior of certain great banks in New York alone mili- 
tates against the proposal of the American Bankers’ Asso- 
ciation for asset currency. 





THE PUBLIC SERVICE COMMISSIONS LAW OF 
NEW YORK STATE. 


HON. THOMAS M. OSBORNE. 


Not long ago, New York’s Public Service Commission 
of the Second District held a session in the city of 
Rochester. A gentleman representing the Chamber of 
Commerce of that city opened the proceedings by a brief 
address, saying some pleasantly flattering things about the 
Commission, and eulogizing the Law which had formed 
it; adding in effect that the business men of Rochester 
had favored the Law and welcomed the Commission; 
that they welcomed it especially because they regarded it 
as a great barrier of safety for the business world against 
dangerous socialistic ideas—such as Government owner- 
ship of railroads and the like. 

Sitting as a member of that Commission, I could not 
help smiling at an amusing coincidence. Exactly one 
hour before, on the train coming from Buffalo that 
morning, I had been greeted by a pleasant gentleman, who 
introduced himself, saying that he had attended all our 
sessions in Buffalo; adding with much enthusiasm that he 
especially welcomed the Public Service Commissions Law, 
as he regarded it as the first great step in the direction of 
Government Ownership. 

It is surely not often that a law can thus receive the 
unqualified approval of those who are diametrically op- 
posed in their theories ; and I am inclined to think that it 
is an evidence of the real statesmanship underlying the 
Law that it can be thus recognized by both sides as a step 
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in the direction of ultimate Truth—whatever the nature 
of that ultimate Truth may turn out to be. 

In the relation of its Public Service Corporations to the 
Public on the one side and the State on the other, New 
York has suffered as much as any state of the Union 
from reckless disregard of the rules of sound finance. In 
fact we have had more than our share of that violation 
of monetary sanity, of economic morals (to say nothing 
of economic decency), which has attended the great de- 
velopment of our public utilities in the last fifty years. 
From the days of the old New York Central and Erie 
railroad fights, down through those of the Broadway 
surface railroad to those of the “Interborough Metropoli- 
tan”, that history has been one of disorder, scandal, and 
disgrace. The public conscience, stimulated by the public 
interest, has at times cried out and effected spasmodic 
reforms; but New York public service corporation fi- 
nance has still remained what old John Adams nearly a 
century ago called its politics, “the Devil’s own Incompre- 
hensible.” 

But of late years, stimulated by more careful analysis 
and study of the fundamental character of public utili- 
ties on the part of lawyers and economists, there has been 
growing up a deep and wide-spread sense of injury and 
grievance. It is not unnatural that this should be so; how 
could it be otherwise, when the people watched the opera- 
tions of various reckless promoters and financiers, and 
saw those favored individuals amassing vast fortunes, the 
origin of which lay in the public grants or franchises 
given away by state or municipalities—and too often 
given by faithless public servants under revolting con- 
comitants of bribery and corruption? 

It would be a tempting task to enter upon a detailed 
study of the various elements in the resulting situation, 
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and especially as related to politics; but such an inquiry 
would carry us too far afield. To understand the origin 
of the New York Public Service Commissions Law, how- 
ever, it is necessary to refer briefly to the state election of 
1906 and to recall the fact that at that time the wrath of 
a long-suffering and much abused public seemed to be 
fast gathering to the point of political explosion. 

It is at such periods, when the people have lost confi- 
dence in its servants, in its old leaders, in the very frame- 
work of the social structure,—has apparently almost lost 
faith in democratic self-government itself and is calling 
for some political Moses to lead it out of its bondage—that 
there comes the moment eagerly awaited by the Dema- 
gogue. Trading upon the righteous anger of the just, 
upon the prejudices of the unreasoning, upon the cupidity 
of the mercenary, upon the timidity of the politician, the 
Demagogue becomes suddenly a menace to society; a 
menace, not because he may not be entirely right in his 
analysis of the situation, but because from the nature of 
the case he is a destructive and not a constructive force; 
and because he is always seeking, not how to apply genu- 
ine remedies—not how to safeguard the interests of the 
mass, but only how to turn the situation to his own per- 
sonal advantage ; a menace, because even if he is honest in 
his aims he has faith in progress by revolution rather 
than progress by evolution—believing in miracles rather 
than in science. 

The difference between the demagogue and the states- 
man is cleverly illustrated in a story told by Lord Cromer 
in a recent speech: 


“A conjurer exhibited in London some few years ago. 
He invited one of the audience to lend him his hat. He 
then, to all appearances, cut it into small pieces, and 
eventually, of course, gave it back to the owner uninjured. 
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He then invited anyone among the audience to do the 
same. A young officer of the army stepped on to the 
platform and said he would like to try. He borrowed a 
hat from a confiding old gentleman, and cut it into small 
pieces. Then he stepped down from the stage with the 
remark, ‘I can only do the cutting part. I leave the rest 
to the professional conjurer.’ The owner of the hat” 
adds Lord Cromer dryly, “was not altogether satisfied.” 


It is distinctly to the credit of the people of New York 
State that in the midst of a genuine crisis of political feel- 
ing there should have been shown such careful weighing 
of all considerations before political action; that amid 
forceful appeals to passion and prejudice, based upon un- 
doubted public grievances there should have been upon 
both sides so much honest endeavor to think clearly and 
act justly. Probably at no election ever held in New 
York was there so complete a breakdown of the ordinary 
political barriers. Republicans by thousands voted the 
Democratic ticket in whole or in part; Democrats by tens 
of thousands voted the Republican ticket in whole or in 
part. While outwardly the old party forms were main- 
tained, in reality party ties in a large measure ceased to 
exist. 

It was in truth not merely an interesting—it was a 
monentous election ; and one the importance of which, not 
only to the people of New York State but to the whole 
nation, becomes more evident the farther away from it 
we get. As the campaign developed it became a genuine 
choice between the Gospel of Disorder,! under cover of 
a righteous outbreak against existing conditions on the 
one side, and on the other calm, sane, and orderly pro- 
~ 2As between Rottenness and Riot”, said Mr. Burke Cochran, 
when defending his candidate at the Buffalo Convention, “I prefer 
Riot.” An unique way, certainly, of recommending a man as nominee 
for Governor. 
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gress. And it is a humorous illustration of the irony 
oi history that the Republican party, which of the two 
political parties may fairly be held far the more re- 
sponsible for the evils of the situation, should have been 
the one to place in nomination a genuine reformer; 
while the Democratic party should have thrown away 
the chance of a generation by allowing its opponents to 
play once more the old game so aptly described by Disraeli 
at the time of the repeal of the Corn Laws, when he 
averred that Peel had caught the Whigs in bathing and 
had run off with their clothes. 

The result of the election was to seat in the Governor’s 
chair an able and successful lawyer, a Republican who 
aims always to place state interests before partisan advan- 
tage, a man of the sincerest and most confirmed honesty, 
of high ideals of public service, of determined convictions, 
yet open mind; moreover, a man who realized fully that 
his election wus simply an expression of public confidence 
in him personally in the midst of his party’s defeat. Gov- 
ernor Hughes realized to the full the political difficulties 
of the situation, and the dangerous temper of the public 
mind along with the genuine grievances which lay behind 
and were the cause of it; so he at once set himself to 
grapple with the dangers and difficulties of the situation in 
the calm temper of a true statesman. The Public Service 
Commissions Bill was the outcome. 


IT. 


The law as it was passed contains five articles; the first 
establishes the Public Service Commission and deals with 
certain general provisions ; the second lays down the pro- 
visions relating to railroads, street railroads, and other 
common carriers; the third states the powers of the 
Commission relating to such railroads, street railroads 
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and other common carriers; the fourth deals with gas 
and electric corporations; and the fifth abolishes former 
railroad, gas and electricity, and rapid transit Com- 
missions and ends with a few general provisions. 

The main points of the Law may be briefly touched 
upon : 

1. By Article One the State is divided into two dis- 
tricts with a separate and independent commission of 
five for each district. The first district includes what 
is known as Greater New York—the four counties of 
New York, Kings, Queens, and Richmond (or New 
York City, Brooklyn, Long Island City, and Staten Is- 
land), and the second includes all other counties in the 
State. The reason for this is perhaps more obvious to 
a New Yorker than to anyone outside the State; but the 
truth is that the problems in the two districts are so very 
distinct that the wisdom of the separation has become 
more and more apparent since the two commissions began 
their labors. For instance, the great problem of rapid 
transit in. New York City, involving the building of 
subways, and the closely related and equally difficult prob- 
lem of regulating the vast traffic across Brooklyn Bridge 
at the end of each working day, have no counter-parts 
up the State. On the other hand, the State has its own 
peculiar problems; the network of railways, large and 
small—each with its own system of management, good 
or bad—each with its own financial history, creditable or 
otherwise, and its existing or proposed issues of securities 
as a result of that history—this lies entirely outside of 
the City. In the City there is but one problem involved 
in the question of gas or electrical supply; in the State 
there are almost as many problems as there are communi- 
ties with corporations supplying gas and electricity. One 
might say that in the City each problem is an obstinate and 
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gigantic unit, while in the State each problem has such a 
dazzling multiplicity of units that it is both bewildering 
and elusive; in short the advantage of separate commis- 
sions must be obvious upon any serious consideration. 


(Sec. 3). 
2. The ten Commissioners—five for each district—are 


appointed by the governor with the approval of the 
senate, and subject to removal by the governor “for 
inefficiency, neglect of duty or misconduct in office”, after 
serving charges and giving due opportunity for a public 
defence. When the Law was passed some objections 
were made to giving the governor this practically arbi- 
trary power of removal; but it is obvious that that power 
should rest somewhere, and it is far better to throw the 
responsibility clearly upon the governor, who is and 
should be responsible for the administrative part of the 
State government, than to make him share that respon- 
sibility with a body like the senate. It is not possible to 
hold the individual members of a senate to account for 
failures in administration; but it possible to hold the 
governor to account where he has the power of removal 
and appointment. 

In politics as in business there is necessity for focus- 
sing the responsibility clearly upon the individual; and 
my own experience in city administration leads me to be- 
lieve that where any legislative body is called upon to 
undertake the work of appointment or dismissal, which 
is properly an administrative function, it is more likely 
to keep an unfit public servant in office than to assist in 
ejecting him. If it is desirable to give the senate any 
right to participate in a removal, then the power to re- 
move should be granted to either the governor or the 
senate acting independently. Such an arrangement 
would obviate such a long and unedifying deadlock as 
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occurred between governor and senate some twenty-five 
years ago, in an effort to secure the removal of Thomas 
C. Platt from the office of Quarantine Commissioner. 
(Sec. 4). 

3. After providing for Counsel, Secretary, and busi- 
ness force, the law proceeds to declare ineligible to ap- 
pointment as Public Service Commissioner anyone hold- 
ing “official relation toany. . . . corporation subject 
to the provisions of this act, or who owns stocks or 
bonds therein.” (Sec. 9.) 

The law also provides that no commissioner or em- 
ployee of the commission shall “solicit, suggest, request 
or recommend, directly or indirectly, to any common 
carrier, . . . the appointment of any person to any 
office” or to receive “any free pass or transportation or 
any reduction in fare . . . . or any present, gift, 
or gratuity of any kind” from any corporation subject 
to the law. As the State pays traveling expenses when 
on business of the commission this provision is emi- 
nently wise, as it prevents the sense of obligation which 
such favors inevitably tend to produce, even when the 
favor is dictated by the law itself. (Sec. 15). 

4. A convenient and necessary provision gives each 
commissioner the full power of the commission in all 
investigations and hearings; although any order of a 
commissioner must be approved and confirmed by the 
commission before it becomes operative. Five hearings 
can therefore be going on at once, if necessary, and thus 
more work accomplished in a given time. (Sec. II). 

5. That at hearings and investigations the commission 
need not be governed by the technical rules of evidence 
is another clear advantage in the work of the commis- 
sion. To the mind of many laymen, the rules of evidence 
often seem admirably calculated to delay the truth, if not 
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to distort, obscure or conceal it; and in the work of the 
commission it is desirable to get at the facts as quickly 
and as clearly as possible. The object to be gained in 
most cases is immediate relief of some sort, and ob- 
viously “the law’s delay” would largely destroy the effi- 
ciency of the commission. (Sec. 20). 

6. All witnesses are duly protected; the law pro- 
viding that “no person shall be prosecuted, punished, or 
subjected to any penalty or forfeiture for, or on account 
of any act, transaction, matter or thing concerning which 
he shall under oath have testified or produced docu- 
mentary evidence” ; but this immunity does not extend to 
the corporation with which the witness may be con- 
nected. (Sec. 20). 

The commission is given ample power to force the 
attendance of witnesses and secure their testimony—re- 
fusal constituting a misdemeanor. 

7. Article II prescribes the duties of Common Car- 
riers, which term includes, according to the wording of 
the act, “all railroad corporations, street railroad cor- 
porations, express companies, car companies, sleeping 
car companies, freight companies, freight line companies, 
and all persons and associations of persons, whether in- 
corporated or not, operating such agencies for public use 
in the conveyance of persons or property.” (Sec. 2). 
Such common carriers : 

(a) Shall furnish to the public “such service and 
facilities as shall be safe and adequate and in all respects 
just and reasonable” ; and “all charges made or demanded 

shall be just and reasonable and not more 
den allowed by law or by order of the commission.’ 
(Sec. 26). 

(b) Shall provide proper switch and side-track con- 
nections. (Sec. 27). 
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(c) Shall file and keep open for “public inspection 
schedules showing the rates of fares and charges for the 
transportation of passengers and property”; and no such 
rate shall be changed without a thirty day notice to the 
commission unless duly authorized by the commission. 
(Sec. 28 and 29). 

(d) There shall be no “special rate, rebate,”or unjust 
discrimination of any kind; no “undue or unreasonable 
preference”; no “free ticket, free pass, or free transpor- 
tation of passengers or property” except to officers and 
employees of the railway and their families, ministers of 
religion, inmates of hospitals and other specified individ- 
uals. But this provision shall not prevent “the issuance 
of mileage, excursion or commutation passenger tickets, 
or joint interchangeable mileage tickets”, nor “the is- 
suance of passenger transportation in exchange for ad- 
vertising space in newspapers at full rates”. Of course 
this latter exception to the general rule should be uni- 
form; for instance a special commutation rate from 
Yonkers to New York must be open to anyone in Yonk- 
ers. (Secs. 31-33.) 

(e) “Every railroad corporation or other common 
carrier engaged in the transportation of freight shall, 
upon reasonable notice, furnish to all persons and cor- 
porations . . . . sufficient and suitable cars for 
the transportation of freight in car-load lots”. Railroads 
and street railroads “shall have sufficient cars and motive 
power to meet all requirements for the transportation of 
passengers and property.” And “the commission shall 
have power to make and by order shall make, reasonable 
regulations for the furnishing and distribution of freight 
cars to shippers, for the switching of the same, for the 
loading and unloading thereof, for demurrage charges in 
respect thereto, and for the weighing of cars and freight 
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offered for shipment or transportation by any common 
carrier.” (Sec. 37). 

8. Article III continues the provisions relating to 
Common Carriers, dealing especially with the powers of 
the commission for carrying the provisions of Article 
II into effect. Power is given to the commission : 

(a) To examine into the “general condition, their 
capitalization, their franchises’’ and management of all 
common carriers. (Sec. 45). 

(b) To examine all books, contracts, records, docu- 
ments and papers and to compel their production. (Sec. 
45)- 

(c) To conduct hearings and to take testimony on 
any proposed change of law relating to any common 
carrier, if requested to do so by the legislature, the 
senate or assembly committee on railroads, or by the 
governor. (Sec. 45). 

(d) To prescribe the form of annual reports. (Sec. 
46). 

(e) To investigate accidents—such as in the judg- 
ment of the commission require investigations; and im- 
mediate notice to the commission of all accidents is 
prescribed—the Law requiring the office of the commis- 
sion to be kept open from 8 A. M. to 11 Pp. M. (Sec. 47). 

(f) To investigate as to any act done or omitted 
to be done by the common carrier “in violation of any 
provision of law or in violation of any order of the 
commission.” (Sec. 48). 

(g) To fix rates and service. (Sec. 49.) 

(h) To order “repairs or improvements to or changes 
in any tracks, switches, terminals. . . . . motive 
power, or any other property, or device. . . . . in 
order to secure adequate service.” (Sec. 50). 

(j) To order changes in time schedules by an in- 
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crease in the number of trains, or cars or motive power, 
or by changes in the time for starting trains or cars. 
(Sec. 51). 

(k) To establish a uniform system of accounts, and 
prescribe the manner in which such accounts shall be 


kept. (Sec 52). 

9g. The approval of the commission is necessary in 
various cases: 

(a) No construction of a railroad or street railroad 
or any extension of existing lines shall be begun without 
such approval. (Sec. 53). 

(b) “No franchise nor any right to or under any 
franchise, to own or operate a railroad or street railroad 
shall be assigned, transferred or leased” without the ap- 
proval of the commission. (Sec. 54). 

(c) No railroad or street railroad or other stock 
corporation shall purchase, acquire, take or hold any part 
of the capital stock of any other road without the ap- 
proval of the commission. (Sec. 54.) 

10. No stocks, bonds, notes or other evidences of 
indebtedness (except notes payable within twelve months ) 
shall be issued without an order from the commission 
authorizing such issue, stating that in the opinion of the 
commission the use of the capital to be secured by such 
issue, is reasonably required for the “acquisition of pro- 
perty, the construction, completion, extension, or the 
improvements of its facilities, or for the improvement or 
maintenance of its service or for the discharge or lawful 
refunding of its obligations.” 

But it is expressly provided “that the commission shall 
have no power to authorize the capitalization of any 
franchise or the right to own, operate or enjoy any 
franchise whatever in excess of the amount (exclusive 
of any tax or annual charge) actually paid to the state 
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or to a political subdivision thereof as the consideration 
for the grant of such franchise or right’. 

A merger or consolidation of existing companies is not 
forbidden; but the law provides that “the capital stock 
of a corporation formed by the merger or consolidation 
of two or more other corporations (shall not) exceed the 
sum of the capital stock of the corporations so consoli- 
dated, at the par value thereof, or such sum or any addi- 
tional sum actually paid in cash; nor shall any corporation 
hereafter issue any bonds against or as a lien upon any 
contract for consolidation or merger”. (Sec. 55.) 

11. The penalties for failure to comply with an order 
of the commission are drastic. Every day’s violation 
constitutes a separate and distinct offense and for each 
offense the offender incurs a penalty of $5,000 if 
a common carrier, or $1,000 if a corporation other 
than a common carrier. Every individual who procures, 
aids or abets any violation or who fails “to obey, observe 
and comply with any order of the commission or any 
provision of the commission, or who procures, aids or 
abets any such common carrier or corporation in its 
failure to obey. shall be guilty of a misdemeanor’’. (Sec. 
56-58). 

12. In case the commission shall be of opinion that 
a common carrier by action or failure to act is violating 
the law or an order of the commission, it shall direct 
counsel to commence an action to secure relief by way of 
mandamus or injunction; and the court shall require an 
answer within twenty days. (Sec. 57.) 

13. Article Four applies practically similar provisions 
to the Gas and Electrical Companies of the state. It also 
provides for inspection of all gas and electric meters. 
(Sec. 67.) The commission has the right to fix rates 
upon proper complaints as to quality or price, not only 
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that supplied by private persons and corporations, but by 
municipal lighting plants as well; it has the power to 
examine the books and the affairs of the producers, to 
approve of all incorporation and franchises, and of all 
stocks, bonds, and other indebtedness; in short, the aim 
of this article is similar to the preceding, although having 
been drafted with less success it is in places somewhat 
obscure. It is to be hoped that amendments to the law 
will soon remedy these defects. 

14. With the abolition of the former Railroad, Gas 
and Electricity, and New York City Rapid Transit Com- 
missions, and the Inspectors of gas meters, the bill ends 
with the necessary provisions for the transfer of records, 
the continuance of pending actions and proceedings, and 
the necessary appropriations. 

To call this law a piece of radical legislation is to speak 
mildly ; it seems to mark an epoch in the history of our 
State, for the corporations affected by the drastic pro- 
visions of the law are among those upon which the whole 
structure of our present civilization rests. Without the 
railroads modern commerce would be impossible; with- 
out the street railroads our cities could not spread their 
vast populations out into their ever-growing suburbs, and 
social conditions would be completely altered; gas and 
electricity are not merely essential to our comfort, they 
are necessary to the existing business order—all of these 
public utilities are vital elements in the lives of every one 
of us, and a law which compels such a complete readjust- 
ment of their relations to the state on the one side and 
the public on the other is not only radical, it is revolu- 
tionary. 

ITI. 


With many people the mere suggestion that the state 
or a municipality should undertake to regulate any busi- 
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ness hitherto in private hands is at once denounced as 
“socialism”. I must confess to having only the vaguest 
notion of what “socialism” in an economic sense is, but, 
judging from the current use of the term, it means any- 
thing which you want the State to do that I don’t want 
it to do. It has been urged against the Public Service 
Commissions Law that it is “socialism” ; perhaps it is, but 
the people are not going to be frightened by a mere word. 
The exact point where private action may best end, and 
the community itself should take hold, has certainly not 
been discovered yet; nor is it likely ever to be settled, for 
social conditions shift quite as rapidly as social experi- 
ments are made; and where shall we draw the dividing 
line? 

Some lawyers will tell us that there is no dividing line 
in this particular matter—that there is no essential dif- 
ference between a public service corporation and any 
other; and that it is simply a question of public policy 
as to what business the state shall undertake to regulate, 
and what it shall leave without interference. Others will 
say that, however hard it is to draw a dividing line, yet 
there is certain territory which is quite obviously on one 
side of the line, wherever the line may be, and certain 
territory quite as obviously on the other. Also, it seems 
to be true that a certain business may stand on one side 
of the line in one generation and occupy the other side 
in the next. For many centuries it was public policy to 
subject the inn-keeper to stringent regulation in the public 
interest, but with the growth of modern conditions it has 
ceased to be necessary, and a modern hotel company can 
hardly be considered as a public service corporation. On 
the other hand, when a virtual monopoly in the supply 
of some necessity of life has come into existence, that 
business certainly seems to be drifting over the line into 
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territory where some sort of public regulation seems 
inevitable. 

Competition was formerly recognized as the essential 
basis of trade, and so naturally, in the matter of modern 
public utilities, it was at first assumed that the safeguard 
of the public would be competition. Therefore, legisla- 
tures chartered rival railroads, and common councils 
granted franchises to rival trolley, gas and electric com- 
panies, only to find that almost inevitably, after a brief 
period of cut-throat competition, which threatened failure 
to both sides, there was consolidation, over-capitalization, 
and relatively, if not actually, higher charges—and thus 
for the poor consumer the last state was worse than the 
first. 

In New York we have at last waked up to the fact that 
in these public utilities there has not only never been any 
genuine, open competition, but: from the nature of the 
case there could not be. We are also learning that in 
these businesses especially, if justice is to be done, to the 
buyer as well as to the seller, in place of competition 
something must be substituted; and that something we 
are now to try in the shape of State regulation. 

All the businesses which are placed under the jurisdiction 
and supervision of the New York Public Service Com- 
missions are all more or less monopolies dependent upon 
some form of public grant or franchise. Our railways 
are not only great modern public highways, but the com- 
panies that own them own also the means of traversing 
them and of transporting goods along them. 

Our street railways occupy the public thoroughfares 
under exclusive grants from municipalities. The gas 
companies must get permission from the city to dig up the 
public streets, and electric light companies to erect their 
poles. Express, freight line, and sleeping car companies 
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only supplement the work of the railway. One and all 
would be unable to exist except for the public grant 
which is their foundation; and all of these come well 
within the territory of public service corporations, which 
should be subject to state regulation. 

The reasoning under the old theory of the relation of 
the state or municipality to its public utilities was some- 
thing like this (let us take a gas company for instance) : 

1. The people of the city need gas. 

2. Here is a company of investors willing to spend 
the money necessary to supply the people with gas. 

3. Toestablish its business the company needs a fran- 
chise to lay pipes along the public streets. 

4. The city can well afford to permit the use of the 
public streets for the benefit of the gas consumers; espe- 
cially as the gas company promises to light the city streets 
at a reasonable rate. 

5. By such use of its streets the city loses nothing; 
for the people gets its supply of gas and the city gets its 
streets lighted. 

6. The gas company is entitled to make all the money 
it can out of the private consumer. So long as the price 
of gas to the city is reasonable, the private consumer 
must take care of himself; if he does not like gas at the 
company’s price he can go back to lamps and candles. 

This was ingenious reasoning, but its fallacy is now 
getting to be quite obvious; it is not true that the gas 
company has a right to make all it can out of the private 
consumers; for whenever the company pays upon the 
money actually invested a higher return than is just and 
reasonable—making, of course, a liberal allowance for the 
risk of new enterprise and whatever is necessary as incen- 
tive for good management ;—whenever, for instance, over 
and above such just and reasonable returns the gas com- 
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pany declares stock dividends from its surplus, or when it 
issues stock which is not based upon actual capital in- 
vested, it is in reality capitalizing for the benefit of its 
stockholders property which belongs to the city ;—which 
belongs to the city in spite of the fact that the common 
council may have granted that franchise in perpetuity to 
the gas company. For when the city legislature grants 
a franchise in perpetuity it gives away what does not 
belong to it to give, what does not even belong to the 
public—the existing generation of citizens,—but which 
belongs to the whole community of to-day, of to-morrow, 
and so on to the end of time. 

The fundamental mistake we have been making in all 
these years it is now easy to see—we have not realized the 
essential nature of the franchise—nor the essential dif- 
ference between the ownership of a private business, sub- 
ject to competition, and the operation of a public utility 
under a monopoly. Our ordinary American citizen, -in- 
tent upon his own business and satisfied if he was making 
it pay, was also satisfied if he was getting from railroad, 
express company, telegraph or telephone the service that 
his own particular business required; and he was little 
inclined to question the right of investors, who were 
bringing to him the business advantage of a very neces- 
sary public service, to do what he himself was doing— 
make as much money as possible on the investment. 

The old theory, therefore, was that railroad or gas 
company, under a minimum of public supervision, should 
be managed like private business corporations, — pri- 
marily, if not exclusively, for the financial benefit of the 
investors. To be sure, under the fostering care of the 
older generation of railroad manipulators, that theory 
received some rather severe shocks, and we realized that 
the investors frequently failed to get their share of the 
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profits ; nevertheless, whatever the practice, the theory was 
still held to be sound. But of recent years our ideas have 
changed, as we have seen railroads utilized by monopolies 
to fasten their hold upon the public and crush out compe- 
tition with remorseless vigor; as we have seen valuable 
city franchises secured for favored individuals frequently 
by methods utterly abhorrent both in law and morals; as 
we have come to realize the power which lay in the hands 
of railroad companies to stimulate artificially one com- 
munity while it might destroy another; as the knowledge 
has been slowly burned into our consciousness that public 
service corporations were after all managed by men very 
human in their weaknesses, greedy for power and wealth, 
and no more successful in resisting temptation than the 
rest of mankind. Studying these corporations more 
closely, we have seen the newer companies—railroads, 
interurban electric roads, and lighting companies—being 
managed primarily, if not exclusively, for the benefit, not 
of the investors, but of those who could induce investors 
to invest. A new form of human pest has thus made his 
appearance—the promoter ; and a new science of banking 
has made its appearance, which, I think, has not been 
named yet. “New”, did I say ? To some of us these 
new friends look most uncommonly like our old acquaint- 
ances, Dick Turpin and Jack Shepard, in a fresh disguise ; 
and the new banking has a most unseemly resemblance to 
the old amusement known as highway robbery. Words- 
worth’s “Rob Roy” was not the first to invent that 
“Good old rule—the simple plan 
That they should take who have the power 
And they should keep who can.” 

nor has he been the last. 

In this latest variation of the old game the interests of 
the investor and the interests of the public alike have been 
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overlooked; but it is all a very logical outcome of the 
original mistake—the theory that a public utility, once its 
franchise is granted by state or municipality, becomes a 
mere matter of private ownership. 

The fundamental purpose, as I understand it, of the 
Public Service Commissions Law is to remedy that old 
mistake—to place the relations of the state, the public 
service corporations and the public once for all upon an 
open and honest footing,—one fair to all parties. All 
three parties are parties in interest; the public, the com- 
munity of to-day, demanding fair treatment for every 
individual, large manufacturer or small, rich or poor 
alike ; the public service corporation, demanding just and 
liberal treatment for those who are willing to invest their 
capital in developing a public utility ; and the state, stand- 
ing for the whole community in its continuing capacity 
from generation to generation—from now into the far 
distant future, and demanding that these great questions 
_ shall be considered not as of to-day—but that the decision 
in all matters of public policy shall take the road which 
leads often past the best immediate results toward the 
best results for the time to come. And of these interests 
the last is by no means the least important. “Conscience 
and the present constitution of things,” says Davison, 
“are not corresponding terms. It is conscience and the 
issue of things which go together.” A public service cor- 
poration is thus in reality a tripartite partnership in which 
the past, the present, and the future are all joined—the 
investor seeking security and a just return for his capital, 
the result of the labors and sacrifices of the past; the 
public, asking immediate service in the present; and the 
State, demanding consideration for the future. 

It is the duty of the public service commissions to con- 
sider every question brought before them in the light of 
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these interests and to attempt to do justice to all three— 
to make use of the results of the past, to satisfy the just 
demands of the present, and to keep ever in mind the 
needs of the future. It is because of its endeavor to 
restore a proper balance to these three interests that this 
law marks so great a step in advance. 

We have been tald that, while the law gives the com- 
missions power over future issues of stock and provides 
expressly that no franchise shall hereafter be capitalized, 
the commission should not attempt to reopen old mat- 
ters — must not touch existing securities; that vested 
rights have been gained by the granting of franchises; 
that where such franchises have been capitalized they 
must be held inviolate; and that rates must be fixed with 
due regard to those vested rights. I should answer to 
this that a common council or a state legislature may 
barter away any present rights, yours or mine, of to-day; 
but the future is not theirs to give. They may not dispose 
of rights which belong to our children as much as to us, 
and to their children and their children’s children after 
them. They may allow private development and man- 
agement for the sake of immediate public advantage, and 
any such investment should be protected from unjust and 
unreasonable competition and must be held sacred for the 
investors ; but the franchise itself is something which may 
not be given away, because it is not within the province 
of the legislature to give away that which does not belong 
to the existing community. A franchise granted by the 
legislature of fifty years ago, for instance, belonged then 
to us of to-day quite as much if not more than to our 
grandfathers who handed it over to some railroad in per- 
petuity; it belongs to us now as it will belong to our 
grandchildren in their turn. The action of the legislature 
of two generations ago in giving away our birthright is 
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not morally a binding contract upon us to-day, when it 
comes in conflict with present or future interest; and the 
vested rights of the private inheritors of that franchise 
will not stand when they come in conflict with the vested 
rights of the whole people of the State of New York. 

Perhaps this blunt statement may seem “socialistic” 
and not to be accepted by those who fear to face plainly 
the conclusions which must be drawn from the premises 
they have helped to create; they will say that contracts 
are sacred by the constitution and the laws and that there- 
fore these old franchises must stand. But the constitu- 
tion will not guarantee a contract which was essentially 
illegal in its inception, any more than it will protect a 
sale of stolen goods, however innocent the seller and the 
purchaser ; and while this view of the illegality of the old 
franchise contract may not be “good law” according to 
present decisions, it will be good law within a very short 
time; for the public perception of the inner essence of 
things has grown with surprising swiftness of late years, 
and the courts never lag very far behind public opinion. 
If it is not legally practicable to actually take back the 
franchises, there are other ways of reaching the same 
practical result which will be found and developed. The 
law will never stand in the way of genuine progress; 
some legal way will always, sooner or later, be found to 
do that which is morally right and which the voice of the 
people, when it is the voice of God, demands. 

The continuing community, then, is the real owner of 
the franchise, and as such is entitled to its share of the 
profits of the public service corporation; and that share 
amounts to all that is left after the legitimate investor 
has had a liberal return on his investment, with some- 
thing over to stimulate good business management. And 
that share should be given to the public and the State 
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either in the shape of direct payment for the franchise, in 
improved service, or in lower rates. 


IV. 


A few words in closing as to the practical operation of 
the law in New York. The commissions have been in 
existence only six months—and that is a short time for 
a revolution to be consummated; but already experience 
has shown the immense value of the law. Merchants and 
manufacturers have a powerful tribunal before which 
they can plead for justice and efficiency; any individual 
with a just complaint can have it brought to the attention 
of a public service corporation by the commissions far 
more forcibly than he himself could bring it; the issues 
of stocks and bonds by these corporations are for the first 
time subjected to rigid scrutiny, and it is safe to say that 
very little water will leak into such securities in the 
future ;—in every way the rights and interests of the 
public are being safeguarded as never before, and the 
public is becoming aware of the fact. For the first time 
in their history these great corporations realize fully that 
there is a higher power above them—a power to which 
the public can now appeal; they have been shorn of their 
ability to dispense life or death to businesses, to tyrannize 
over individuals or to ignore the interests of the public— 
for above them is the state, demanding justice and fair 
treatment for its citizens and enabled to enforce its 
demands. 

It is only fair to say that, on the other hand, the cor- 
porations have shown both good sense and good temper 
in accepting the law graciously, and doing all in their 
power, so far, in carrying out its provisions and the 
orders and requests of the commission. Hundreds of 
complaints made to the commission never reach the com- 
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missioners; the complaints are remedied by the corpora- 
tions as soon as their attention is called to them. In 
truth, the wiser among the corporation managers see 
plainly that the law is their best defense against danger- 
ous legislation; that the commission will stand as a 
barrier against injustice to the corporations on the one 
hand, while it affords relief to the public against injustice 
on the other. 

It will lead to a safer and better condition of things all 
around—the public will see that its rights are safeguarded 
and demagogic appeals will lose their force and effective- 
ness ; the corporations will be protected against destruc- 
tive competition and blackmail and assured of a fair 
return on honest investment ; hence should result a return 
of public confidence in the securities of the corporations— 
which ought in turn to be as good and conservative in- 
vestments as any municipal bonds. There will be two 
classes of people, but, I think, only two, who will suffer 
from the law—those among the capitalists and promoters 
who are too greedy to be content with their fair share— 
who wish to reap where they have not sown; and the 
demagogues and agitators who will feel themselves 
cheated out of their best weapons of attack. But if both 
these classes could be put out of business entirely the 
public would become duly grateful. 

That all these desirable things will come at once no 
one will expect ; that they are coming and that the Public 
Service Commissions Law will justify the expectations of 
its promoter many of us fervently hope and believe. That 
law is upon the statute book not because a governor of 
New York wished to alter the law, but because public 
opinion justly demanded a change in existing conditions. 
The old footing of the public service corporations was 
intolerable ; something new had to be substituted for the 
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false and outworn theory of competition in order to pro- 
tect the public and the state. Governor Hughes recog- 
nized the voice of the people demanding reform, and the 
result was an effective piece of legislation which fairly 
entitles its author to be considered as that rather rare 
personality in American politics — a constructive states- 
man. 

For my own part, as a Democrat I welcome a law 
which seems to me not only essentially democratic in prin- 
ciple, but as in line with frequent declarations of the 
party policy—an effort to root out one of the most insid- 
ious forms of special privilege and to regulate in the 
name of the people various monopolies which have been 
for many years disturbing factors in our social and 
political development. 





PUBLIC SERVICE COMMISSIONS. 


HON. WILLIAM H. HATTON. 


The subject under consideration is so large that it is 
not possible to do more within the time allowed than to 
call attention to a few points, and as the purpose of a 
meeting of this kind is to promote discussion, we will, 
after making a brief general statement, notwithstanding 
it presents the subject in a disconnected way, take up for 
consideration a few of the points relating to the details 
of public regulation about which students of the problem 
differ, viz.: Valuation of public utility property, uniform 
accounting and publicity, franchises, state regulation and 
home rule, rates and classification, and court review. 

One of the chief functions of the State is to provide 
such public utilities as are necessary for the economic 
and social welfare of the people. 

The State has undertaken to furnish these by author- 
izing various corporations to engage in public service 
enterprises. Corporations, having engaged in the work, 
cannot escape the responsibility attaching thereto. They 
are under obligations to furnish to all persons, without 
discrimination, adequate facilities and service at reason- 
able rates. 

The right of the State to control and regulate all cor- 
porations of its own creation and to prescribe the condi- 
tions under which foreign corporations may operate with- 
in the State is original and inherent; but, aside from this 
right of corporate control is the right of the State to 


control all persons engaged in a public calling and all 
268 
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property which has, by reason of its use, become invested 
with a public interest. This is no new theory or doc- 
trine, but it is nearly as old as the common law. The 
control of railways, which are but modern highways, is 
of the highest importance at the present time, is increas- 
ing and will continue to increase in relative importance 
from year to year, due to many different causes, among 
which are increasing intelligence and wealth, resulting in 
a higher standard of living, the increasing specialization 
of labor, which requires increased facilities to bring to- 
gether the specialist and the raw material at the specially 
equipped factory. 

There has been an enormous relative increase in manu- 
facturing, viz., 1890—value of manufactured products, 
according to census, was in round numbers about 
$9,000,000,000 ; I9g00—about $13,000,000,000, a gain of 
about 40 per cent. in ten years, and the percentage of 
gain since that time is much larger. 

The concentration of manufacturing in the large fac- 
tories tends to increased urban population, all of which 
increases the relative importance of transportation facili- 
ties. The transportation of passengers and freight has 
increased at a rate far in excess of the increase in popu- 
lation. 

From 1895 to 1906 track mileage of railways in the 
United States increased 24 per cent. ; gross earnings, I15; 
net earnings, 124, while the population increased only 
about 25 per cent. 

It requires careful consideration of social and economic 
relations in order to appreciate the tremendous influence 
of public utilities and the power of the utility corpora- 
tions. The value of every piece of property is affected by 
transportation facilities and charges. He who controls 
the highways and transportation facilities controls the 
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wealth and prosperity. A vast power is in his hands,—a 
power so great that he who wields it uncontrolled may 
control the nation. 

There has been for some years, as shown by census 
reports, a very marked relative increase in urban popu- 
lation. This, together with increased intelligence and 
wealth, increases the demand for all kinds of urban and 
interurban public utilities. The increasing intelligence 
and enterprise of the rural population brings the tele- 
phone and the telegraph into increased use,—thus the 
relative importance of all public service utilities increases 
from year to year with the growth of civilization and the 
complexity of modern life. 

Another matter which may be considered in connection 
with this subject is the fact that there is an ever-increas- 
ing demand for abstract wealth, stocks, bonds, mortgages, 
etc., a form of wealth which in a measure relieves the 
owners from the care and responsibility of tangible prop- 
erty, but nevertheless gives them power to exact an in- 
come therefrom. A large portion of this abstract wealth 
is in public utility securities. 

The policy pursued in the past has enabled the pro- 
moter, the inflationist, and the speculator to water, inflate, 
and manipulate these securities, and in order to make 
them marketable, the owners have required the public to 
pay an excessive amount for service rendered to insure 
interest and dividends on watered stock, or at least to 
show prospect of dividends. The demand for abstract 
wealth has been. such as to furnish a market for these 
securities, but they have been so manipulated that only 
the wealthy, who can employ experts and attorneys to 
investigate, have been safe in investing in them. There- 
fore, the result is that a large proportion of the better 
class of such securities has passed into the hands of the 
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excessively wealthy, or the idle rich, to whom such securi- 
ties are attractive on account of the desire to escape the 
responsibility of wealth and still enjoy the income there- 
from, a system which is comparable to absentee land- 
lordism, and tending to class distinction. This class of 
property should be so guarded and controlled that the 
present manifest greed of some of the owners may not 
wring from the workers an unjust tribute for the benefit 
of the idlers. 

With the proper control and regulation, all of these 
public utility securities can be made reasonably stable and 
safe, which will tend toward local ownership of these 
various utilities by the wage earner and small investor, 
people who are more directly interested in them,—a con- 
dition very much to be desired. 

The necessity for efficient public regulation is evident. 

The right of the State to control is clear, but, on ac- 
count of the various and varying conditions under which 
public service enterprises exist, and are operated, it is not 
practicable for the legislature, owing to its large member- 
ship, its organization and procedure, designed for general 
legislation, rather than administration, to deal with them 
except in a general way. Therefore, if we are to have 
effective public regulation, the legislature must intrust 
the details to some smaller and differently organized 
tribunal. 

Whenever an attempt has been made to confer this 
regulating power on the judiciary, the courts have held 
the act to be unconstitutional, and have declared it to 
be an exclusive legislative or administrative function 
which may be exercised through a commission. The 
courts have defined the law and pointed out a practicable 
method of exercising the power of the State. 
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The commissions have been established. They stand 
on clear legal ground. They occupy a legitimate field. 

No person need offer any apology for the existence of 
a well-ordered commission. The apology is due from 
those who have neglected to provide some effective 
method for exercising the State’s power to the end that 
justice may prevail. 

The economic and social necessity for such a tribunal 
is sufficient to justify its existence. The importance of 
the work intrusted to it is equaled only by that of the 
judiciary. Not only the financial, but the social well- 
being of the people is involved in the question of the 
proper control and regulation of public service corpora- 
tions. 


COMMISSION. 


Much depends on the personnel of the commission. 
So important is the work intrusted to it that it requires 
men of high character and broad training. It would be 
folly to allow partisan or personal influences to govern 
in the selection of the commissioners. They should be, 
as our judges are, beyond the control of partisans or the 
influence of petty political strife. Honest, broad-minded 
men, influenced only by the highest motives, seeking only 
an equitable adjustment of the relations between the pub- 
lic and the corporations. We must not, however, over- 
look the fact that weak, inefficient or corrupt men may 
by chance or design secure a place on the commission. 
Therefore, the commission should be subject to wise and 
discreet checks and balances so important in representa- 
tive government. The law itself must be so sound, hav- 
ing such inherent force and such efficient executive ma- 
chinery, that the work of the commission, like the work 
of our government, will go on, and the will of the people 
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will be carried out even though at times the guiding hands 
are weak. Otherwise the delegation of authority may be 
the means of defeating the will of the people rather than 
enforcing it. 


VALUATION. 


As a foundation for its work and that the commission 
may proceed intelligently and within its legal powers, it 
must know the value of the property of any public utility 
corporation, the acts of which are under consideration, 
for the courts have held that, after due consideration is 
given to the public rights and the value of services ren- 
dered, that the corporation is entitled to charge a rate 
that shall yield returns on a reasonable value of the 
property devoted to public use. Therefore, it may readily 
be seen that the commission should be required to ascer- 
tain the value, and full authority must be conferred upon 
it to secure from whatever source obtainable all the neces- 
sary information to enable it to arrive at the true value 
of each public utility plant. 

The actual investment, the true physical value ascer- 
tained by competent engineers and experts employed by 
the commission, is the true basis for valuation. It should 
not, however, be understood that this is the only element 
to be considered, for the commission should take into 
consideration every element that in any way affects the 
value of the property considered as any operating unit, 
but that the commission, the courts, and the public may 
be enabled to pass judgment intelligently upon any matter 
relating to any public utility, it is absolutely necessary 
that the actual physical value be ascertained and made 
known. 

If it is conceded that the nature of the business of pub- 
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lic service corporations is monopolistic, and that each 
corporation is to be protected in its investment by grant- 
ing it a monopoly in its field, and the opportunity to 
continue indefinitely, then all of the elements which enter 
into the valuation of the property of competitive business 
enterprises, including franchises, goodwill, etc. (which 
have furnished such fruitful field for the operations of 
the promoter, the inflationist, and the stock speculator), 
will be affected and some of these elements will be elimi- 
nated. 

Too much emphasis cannot be placed upon the matter 
of valuation, and especially the physical valuation, for it 
is essential, if we are to protect the public from excessive 
charges which may be made through the compulsory 
power of the corporation having a monopoly of the field, 
also that the utility corporation may be protected in the 
matter of returns on its investment, to which the courts 
have held it to be entitled. 

Do not misunderstand this statement relating to re- 
turns on investment. Many hold to the theory that the 
corporation is entitled to charge sufficient to pay all 
operating expenses, interest, and other fixed charges and 
dividends on stock under all circumstances. 

Those who take this view evidently have not fully con- 
sidered what the courts have said on the subject, for the 
United States Supreme Court holds that each case must 
be considered on its merits, and due consideration must 
be given to the value of the services rendered, and that 
the rate must be just to both the public and the corporation. 
In 169 U. S. 446 the Court said: 
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“It cannot therefore be admitted that a railroad cor- 
poration maintaining a highway under the authority of 
the state may fix its rates with a view solely to its own 
interest and ignore the rights of the public. 
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“But the rights of the public would be ignored if rates 
for transportation of persons or property on a railroad 
are exacted without reference to the fair value of the 
property used for the public or the fair value of the 
services rendered, but in order simply that the corpora- 
tion may meet operating expenses, pay the interest on 
obligations, and declare dividends to stockholders. 


“What the company is entitled to ask is a fair return 
upon the value of that which it employs for public conve- 
nience. On the other hand, what the public is entitled to 
demand is that no more be exacted from it for the use 
of a public highway than the service rendered by it is 
reasonably worth.” 


PUBLICITY AND UNIFORM ACCOUNTING. 


That the commission may have a comprehensive and 
thorough understanding of the business of the different 
utility enterprises over which it has jurisdiction, it is 
necessary that there be adopted by all utility corporations 


a scientific system of accounting, prepared by experts and 
approved by the commission, uniform in each class, and 
all public utility corporations should be required to adopt 
and use such uniform system and be prohibited from 
keeping any other books than the regular public books 
approved by the commission. 

The form of accounts is a matter of detail, but two 
important features should be embodied in any system that 
is adopted, that is: Accounts should be kept in such a 
way that the books will show the various items of cost 
per unit of product. And a depreciation fund account 
must be kept reasonably adjusted to its earnings and de- 
preciation beyond the amount actually paid for renewals 
and maintenance be charged off from capital. 

The people have a right to know all the facts relating 
to the finances of any and all public utility enterprises, 
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and a satisfactory solution of the problem will never be 
reached until this is conceded and provided for. A com- 
plete scientifically arranged, uniform in each class, sys- 
tem of reports prepared under the direction of the com- 
mission, showing in detail all financial matters which in 
any way affect or pertain to investment and operation, 
should be filed with the commission. The reports of all 
utility enterprises, whether operated by municipalities or 
private corporations, should show in detail the various 
items of cost per unit, such as thousand feet of gas or 
kilowatt of electricity. ' 

Comparative statistical statements prepared by the com- 
mission and published in its annual report will enable the 
managers, whether under private or public ownership, to 
make comparisons that will reveal the defects in manage- 
ment. Under this method, each manager is measured by 
the most efficient as the standard. 

Publicity of this kind will enable the public to intelli- 


gently pass judgment on the relative economic efficiency 
of private ownership and management and municipal 
ownership and management. 

When the people have all the facts and know the truth, 
they will not be unreasonable in their demands. 


FRANCHISES. 


In order to attract capital and enlist it in public utility 
enterprises at minimum rates of interest and dividends, 
it is necessary to offer security and opportunity for per- 
manent investment. Therefore, investments in these en- 
terprises should be made as stable and secure as is con- 
sistent with the public interest. 

Without effective public regulation, through a compe- 
tent commission to which the people can appeal for relief 
from any unreasonable demands of public utility corpora- 
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tions exercising a monopoly privilege, public authorities, 
in order to protect the public, deem it necessary to fix a 
date on which franchises will expire, after which a read- 
justment of the relations between the public and the utility 
corporation may be made. The time limit in franchises 
introduces an unnecessary element of uncertainty into 
public utility enterprises, which has the effect of increas- 
ing the price the patrons are required to pay for service 
beyond that which can be secured if the time limit is 
eliminated. There should be granted indeterminate fran- 
chises, that is, a franchise which grants the utility corpora- 
tion the right to continue so long as it shall furnish suit- 
able and adequate facilities and service at reasonable rates 
in the territory over which its rights extend, or until such 
time as the municipality shall elect to exercise its option 
to purchase. Every franchise should reserve an option 
to the municipality to purchase the utility plant. 

Indeterminate franchises will tend to keep the utility 
corporations out of politics and will go far toward re- 
lieving them from corrupt political influences, and will 
obviate the necessity of a sinking fund to retire existing 
bonds within the franchise limit, and will prevent return- 
ing to the stockholders their capital through the depre- 
ciation fund instead of using it as it should be used for 
maintenance. 

It may readily be seen that a limited franchise may 
afford the utility corporation some ground for the claim 
frequently made that it has a right to charge sufficient 
for service to pay dividends and return to bondholders 
and stockholders the capital invested, while the corpora- 
tion still owns the utility plant. Under an indeterminate 
franchise the only legal depreciation charge that can be 
made is the amount necessary to cover actual depreciation. 

It requires very careful adjustment to insure an equit- 
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able division of the returns from public service enter- 
prises, taking into consideration the stockholders, the 
employees, and the patrons, that the artisan, the scientist, 
and the manager may be stimulated to the highest possi- 
ble efficiency and the goodwill and codperation of the 
public secured. 

All franchises should provide for some system of profit 
sharing, examples of which are the “sliding scale”, which 
permits increased dividends when price of product is 
decreased. Another more equitable plan is to provide for 
the distribution of any surplus funds on an agreed per- 
centage to stockholders, employees and patrons, or in lieu 
of specifying any definite plan the franchise may provide 
that any equitable plan which the commission will approve 
may be adopted. 

With public regulation through a competent tribunal, 
with power to adjust all disputes and with authority to 
adjust rates so they shall harmonize with changed condi- 
tions, there is no good reason for fixing a time limit in 
public utility franchises. 


STATE REGULATION AND HOME RULE. 


While the state has the power to control absolutely all 
public service corporations, it is well to bear in mind that 
local municipal government is the true policy to pursue, 
and wise state supervision, when dealing with public 
utilities, situated within the corporate limits of cities, will 
emphasize this principle rather than ignore or override 
it. The initiative in all local public utility matters should 
remain with the local authorities. The right to review 
and regulate should be assumed and exercised by the 
state. 

There is an intermediate field between absolute control 
and dictation by the state and absolute municipal control 
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and dictation by the city council. This intermediate field 
is the proper sphere for the activities of the state commis- 
sion in regulating the public service utilities situated 
wholly within the limits of cities. The commission will 
then occupy the position of a disinterested tribunal ren- 
dering expert service, doing that which it is not prac- 
ticable for the local authorities to do, such as valuation 
of plant, uniform accounting, reviewing and acting as 
arbitrator in matter of rates, and in all other disputed 
matters arising between the muncipalities and the public 
service corporations. 

Thus the commission becomes an efficient aid to local 
control. It enlists active public interest through pub- 
licity, thus bringing to bear upon the subject the powerful 
controlling influence of intelligent public opinion. It 
renders assistance to local authorities by furnishing re- 
liable data for use in dealing with the utility corporation 
direct, or in legal contest with it in the courts. 

Professor John H. Gray, a recognized authority on 
such subjects, has said: “We cannot discuss, for want of 
suitable data, the economic problems connected with gas 
supply. We lack, completely, data for a discussion of the 
question now talked about so much, namely, public own- 
ership.” 

Professor Frank J. Goodnow, of Columbia University, 
says: “The development of any science of municipal 
administration is rendered practically impossible because 
of the absence of all reliable data.” 


RATE REGULATION. 
While there is no way of measuring it, there is no 
doubt but that the existence of a commission with power 
to review and fix rates has a very powerful restraining 
influence on the agents of the utility corporation when 
making the rates in the first instance. 
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To secure effective regulation the commission must 
have power to review on complaint or on its own motion 
any existing rates, practices or service, and after due 
notice and hearing, no ex parte orders to issue, if the 
commission finds rates unreasonable, it shall fix reason- 
able rates which shall be substituted for those found to 
be unreasonable, and must have like power over practices 
and service. 

The commission shall make definite rates which shall 
be in force as soon as legally published not maximum 
rates. Those who question the right of the state to 
confer on a commission the right to fix definite rates have 
evidently overlooked the fact that the power of the cor- 
poration to fix rates rests solely on the authority con- 
ferred upon it by the legislature. 

The likelihood of a commission composed of men not 
only learned in the law relating to utility corporations, 
but of men who are making a special study of the ques- 


tion, and have no personal interest in the matter at issue, 
as the men making the rates in the first instance had, fix- 
ing an unjust rate is very remote, and as orders of the 
commission are subject to court review, all interests are 
amply protected. 


CLASSIFICATION. 


The importance of freight classification must not be 
overlooked. The commission must have power to regu- 
late classification, or the rate-making power will not be 
effective. 


HEARINGS AND COURT REVIEW. 


At a hearing bfore the commission both the complain- 
ant and the corporation shall be given full opportunity 
to offer testimony of every kind relating to the matter 
at issue. 
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After any such hearing, if the commission shall find 
the rate complained of to be unreasonable, immediate 
relief shall be given and the commission shall fix a rea- 
sonable rate to be substituted for the rate found to be 
unreasonable. The new rate must be submitted to and 
observed until passed on by the courts, and thereafter, 
unless it shall be declared by the court to be unlawful, as 
the rate made by the corporation was submitted to and 
observed until it was declared by the commission to be 
unreasonable. 

It would be an injustice to the complainant, as well as 
others who are required to pay the unreasonable rate, to 
allow the matter to be taken to the courts upon appeal to 
be tried de novo, and allow the old rate, which has been 
declared to be unreasonable, to remain in force pending 
judicial determination. 

To try the case anew in the courts, the old rate re- 
maining in force meanwhile, and keep the complaint en- 
tangled in litigation, would not only be unjust to him, 
but would delay the equitable adjustment of rates by 
deterring others from making complaint, for the ma- 
jority will submit to wrongs rather than engage in 
lengthy litigation with wealthy corporations. 

To those who advocate this judicial procedure, we com- 
mend the words of Chief Justice Ryan found in his 
opinion in the Railroad cases. In the 35th Wisconsin 
he said: 


“Their influence is so large, their capacity for resist- 
ance so formidable, their powers of oppression so various, 
that few private persons could litigate with them, still 
fewer persons would litigate with them for the little 
rights or the little wrongs which go so far to make up the 
measure of the average prosperity of life.” 


The complainant having won his case before the com- 
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mission, he should be relieved from further litigation and 
thereafter the state must defend the acts of the commis- 
sion, for it is a matter of public concern. Therefore, let 
any party in interest who is dissatisfied with any order 
of the commission bring an action in any court of compe- 
tent jurisdiction against the commission as defendant to 
set aside any order made by it, fixing any rate on the 
ground that the rate made by the commission is unlawful. 

In trials before the courts, if there is offered any new 
material evidence or any different evidence than that 
offered at the hearing before the commission, the court 
shall stay its proceedings for fifteen days and remand the 
case to the commission for rehearing. This procedure 
prevents the withholding of material evidence at the 
hearing before the commission for the purpose of intro- 
ducing it at the court trial, thereby securing a reversal of 
the order and thus discrediting the commission, and it 
compels the submission of all testimony to the commis- 
sion for consideration before its final action. 

At the hearing before the commission the question 
passed on was the rate made by the utility corporation, 
and the burden of proof was then upon the complainant, 
he being the plaintiff, to show by preponderance of evi- 
dence that the rate complained of was unreasonable; if he 
has succeeded in so doing, then in a court trial in an 
action brought by the utility corporation, the question 
will be on the rate made by the commission and the burden 
of proof shall then rest upon the utility corporation, it 
being the plaintiff, to show by a preponderance of evi- 
dence that the rate made by the commission is unlawful. 


INTERSTATE COMMERCE, 


The Interstate Commerce Commission has jurisdiction 
over railway corporations with a capitalization of more 
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than twelve billion dollars, based on various relative 
values. These corporations operate more than 220,000 
miles of railways extending over a vast area of varying 
topography from rich valleys and fair plains to barren 
mountains, covering a wide range of climate, industry, 
and character and density of population. Considering 
these we can realize the magnitude of the task before it. 
In order to secure more prompt consideration of inter- 
state transportation questions which arise it may be found 
necessary and desirable to subdivide the territory creating 
federal commerce districts after the manner of federal 
judicial districts. 














PUBLIC SERVICE COMMISSIONS—DISCUS- 


SION. 


Georce B. HupNALL: I am happy to say that we did 
not need the stimulus of a Jay Gould, a Vanderbilt or a 
Whitney to enact a public utility law in Wisconsin. There 
were, however, conditions existing in Wisconsin which 
justified the enactment of that law, and it may be inter- 
esting to notice briefly what those conditions were. 

Prior to 1903, the railroads had been paying, in lieu of 
taxes, a percentage on their gross earnings. Through 
various political campaigns and before the legislature, 
there had been agitation for the taxation of railroads on 
an ad valorem basis. In 1903 such an act was passed. 
It was claimed at the time that the railroads intended 
shifting the added tax to the shipper, by increasing the 
freight rates. -Governor LaFollette sent a special mes- 
sage to the Legislature of 1903, in addition to his general 
message, strongly advocating the creation of a railroad 
commission for the purpose, among others, of preventing 
the shifting of this added burden of taxation from the 
railroads to the public. Such a bill was then pending in 
the Assembly, but was defeated. 

In 1904 the Republican party adopted a platform fav- 
oring a railroad commission with power to regulate 
freight and passenger rates. A campaign was made 
throughout the state—in every assembly and senatorial 
district,—favoring the enactment of such a law, and 
every member of the legislature was elected upon the 
direct issue of whether we were or were not to have a 
railroad commission. 


When the legislature met in 1905, a bill was drafted 
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by the Senate Committee on Railroads which was finally 
enacted into law, creating a railroad commission consist- 
ing of three members, to be appointed by the Governor, 
by and with the advice and consent of the Senate, and 
subject to removal by the Governor for cause. When 
one reads the Wisconsin act and the law subsequently 
passed in New York, he cannot fail to recognize the rela- 
tion of parent and child between the two. 

Our commissioners receive a less salary than those in 
New York, ours receiving an annual salary of $5,000 
each, while the salary in New York is $15,000 per annum 
for each commissioner. We have succeeded in getting a 
first-class commission, as good, I believe, as any in the 
world. It is my opinion that our salaries are ample. In 
the East, living conditions are different, salaries are 
higher, which, with other conditions, probably justifies 
the difference in salaries in the two states. 

The Wisconsin Act of 1905 gave the commission juris- 
diction over railroad corporations, express companies, car 
companies, sleeping car companies, freight and freight 
line companies, and interurban street railroad companies. 
In 1907, under the administration of Governor Davidson, 
there were added to the jurisdiction of the commission, 
telephone, telegraph, gas, electric light, water and power 
companies, and also urban street car companies. 

The Wisconsin commission, therefore, has jurisdiction 
over more utilities than has the New York commission. 
As the New York commissioner, Mr. Osborne, has said, 
their commission has no control at this time over tele- 
phone and telegraph companies; neither has it control 
over water companies. 

The control over railroads by the New York commis- 
sion is similar to ours in many respects. We have, how- 
ever, several features which they have not, some funda- 
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mental, others possibly not. Our control over gas and 
electric companies is much stronger than in New York. I 
will endeavor, briefly, to indicate the differences in the 
two laws. 

The Wisconsin Act provides for a valuation by the 
commission of all utilities; the New York law does not 
provide for any valuation. To my mind, it is highly 
essential in determining a rate, to ascertain first the value 
of the utility. The commission cannot make a rate so 
low that the utility cannot receive a return of at least 
legal interest (6 per cent.) upon the value of the utility. 
It is necessary, therefore, in order intelligently to deter- 
mine what rate should be made, to determine first the 
value of the utility. Under the Act of 1907, the commis- 
sion is to value only such property of the utility as is 
“actually used and useful for the convenience of the 
public”. If a utility has some property which is not 
actually used and useful for the convenience of the public, 
it should not receive a return upon its value, and under 
the Act of 1907 the commission, in making a valuation, 
would not value that piece of property. 

In Wisconsin a uniform system of accounting is man- 
datory; in New York it is permissive. In Wisconsin it 
is “shall”; in New York it is “may”. 

In addition to a mandatory uniform system of account- 
ing, the Wisconsin Act of 1907 provides that the utility 
shall keep no other books of account that those prescribed 
or provided by the commission. There was very strenu- 
ous opposition to this feature of the law before the Legis- 
lature. That Act also provides that the commission shall 
audit the books of all utilities ; that the utility shall render 
an annual balance sheet to the commission, and, when the 
commission so requires, the utility shall keep an adequate 
depreciation account. The commission shall also keep 
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itself informed of ali new construction, extensions, and 
additions to the property of the public utility. The re- 
ports the utilities must furnish to the commission must 
show in itemized detail “the depreciation per unit, the 
salaries and wages separately per unit, legal expenses 
per unit, taxes and rentals separately per unit, the receipt 
from residuals, by-products, services or other sales sepa- 
rately per unit, the total and net cost per unit, the gross 
and net profit per unit, the dividends and interest per unit, 
surplus or reserve per unit, the prices per unit paid by con- 
sumers, and, in addition, such other items, whether of a 
nature similar to those hereinbefore enumerated or other- 
wise, as the commission may prescribe, in order to show 
completely and in detail the entire operation of the public 
utility in furnishing the unit of its product or service to 
the public.” 

These accounts and reports are, of course, open to 
the public and are published by the commission in their 
annual reports. In the published report of the commis- 
sion there is to be also shown not only the physical value 
of the property, but also the value of all the property of 
the utility. 

It seems to me that when you have adequately and 
definitely provided for a valuation of both the physical 
property and all the property of the utility; for a uniform 
system of accounting and auditing; for a depreciation, 
new construction, and addition account; for a complete 
report showing the cost, the gross and net profit, etc., 
per unit, and the price paid by the consumer, that you 
have the factors from which, by mathematical calculation, 
you can ascertain what is a reasonable rate; at least, that 
is what we tried to accomplish by the Act of 1907. This 
is wholly lacking in the New York law. 

In Wisconsin it is provided that ali public utilities shall 
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file with the commission schedules showing all their rates, 
while in New York it is provided that only railroads and 
street railroads shall file such schedules. I find no pro- 
vision in the New York Act for gas and electric com- 
panies to file any schedules of rates. 

In Wisconsin the rendering of any service free, or at 
a greater or less rate than that named in the published 
schedule, is punishable by a heavy fine. In New York, 
departures from schedules, discriminations, rebates, etc., 
are limited to railways and street railways. There is no 
such provision covering gas and electric companies; 
neither is it provided that discrimination shall be ground 
for complaint against railroads or street railroads. 

In Wisconsin it is provided that all utilities shall fur- 
nish adequate service at reasonable rates. I find no man- 
datory injunction in the New York law in this regard as 
to gas and electric companies. 

In Wisconsin any mercantile, agricultural, or manufac- 
turing society or any body politic or municipal organiza- 
tion, and as to railroads, street railroads, express and tele- 
graph companies, any person, and as to other utilities, any 
twenty-five persons, may make complaint that any rate is 
unreasonable or unjustly discriminatory, or that any ser- 
vice is inadequate or cannot be obtained. In New York, 
as to railways and street railways, only persons aggrieved 
may make complaint, and as to gas and electric com- 
panies, a municipality or certain number of customers 
may make complaint. In Wisconsin we do not limit 
complaint to customers or those who are aggrieved, but, 
on the contrary, provide that the absence of direct dam- 
age to the complainant shall not be sufficient cause to 
warrant the commission in dismissing the complaint. 

The Wisconsin Act, unlike New York, provides that 
the utilities may make complaint to the commission as to 





284 American Economic Association 


any matter affecting them, with like effect as though made 
by any other person against them. 

If the utility does not remedy the thing complained of, 
here, as well as in New York, the matter is investigated 
by the commission. Oftentimes an investigation will 
develop sufficient facts to warrant the commission in be- 
lieving that no hearing ought to be ordered, or it will 
convince the utility and the matter will be remedied with- 
out the necessity of a formal hearing. 

If, however, after investigation, the commission is 
satisfied that a hearing should be had, they may order 
a hearing upon ten days’ notice, and if, upon such hearing, 
any rate is found to be unjust, unreasonable, or discrimi- 
natory or preferential, the commission determines and de- 
clares, and by order fixes, a reasonable rate to be observed 
and followed in the future in lieu of that found to be 
unjust, unreasonable, discriminatory or preferential. In 
Wisconsin the commission make the exact rate, while 
in New York the commission make a maximum rate. 

The thing that impresses me regarding the maximum 
rate provided by the New York law, especially as to gas 
and electricity, is this. The New York law not pro- 
viding for any schedule of rates for gas and electricity, 
and not being mandatory that gas and electric com- 
panies shall furnish an adequate service at reasonable 
rates, and there being no penalty provided for a dis- 
crimination in such rates, I should judge a maximum 
rate in practice would be found to be rather inefficacious, 
for the reason that, after the commission has fixed a 
maximum rate, one customer may be charged the maxi- 
mum rate, another may be charged any rate not ex- 
ceeding the maximum rate, and the third may be given 
free service, and yet there be no violation of the law. 
Such a thing is impossible under the Wisconsin Act. I 
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notice the commissioner from New York said that they 
expect, in the future, to strengthen their gas and electric 
law in that state. 

Under the Act of 1907, if the commission, after in- 
vestigation, find that any rate or service is unjust, un- 
reasonable, insufficient, discriminatory or preferential, or 
otherwise in violation of any of the provisions of the Act, 
the commission shall order the utility to pay into the 
State Treasury, within twenty days, the expense incurred 
by the commission upon such investigation. 

In Wisconsin all orders of the commission go into 
force and become effective twenty days after they are 
promulgated, unless the commission shall otherwise or- 
der, and all orders of the commission are made prima 
facie lawful and reasonable. 

If any utility or any person in interest is dissatisfied 
with any order of the commission, they may, within 
ninety days, begin an action in the circuit court for Dane 
County (the county in which the Capitol and the com- 
mission are located) against the commission as defend- 
ant, to vacate and set aside such order. There has been 
but one action begun to set aside an order of the commis- 
sion in the two and one-half years of its existence, and the 
order of the commission was upheld by the courts. 

No injunction shall issue suspending or staying any 
order of the commission except upon application to the 
court, notice to the commission, and hearing. 

The court review, from this point on, is unique in some 
particulars. The Interstate Commerce commission found 
that railroads will not present all their evidence to the 
commission, but will reserve the presentation thereof in 
the first instance to the court. The result is that the 
commission have no chance of passing on all the facts, 
and the court oftentimes reverses the commission on 
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evidence which was never presented to the commission. 
We have, I think, effectually guarded against this practice 
in Wisconsin by providing that if, upon the trial of any 
action, “evidence shall be introduced by the plaintiff 
which is found by the courts to be different from that 
offered upon the hearing before the commission or ad- 
ditional thereto, the court, before proceeding to render 
judgment, unless the parties to such action stipulate in 
writing to the contrary, shall transmit a copy of such 
evidence to the commission and shall stay further pro- 
ceedings in said action for fifteen days from the date 
of such transmission. Upon the receipt of such evidence, 
the commission shall consider the same and may alter, 
modify, amend or rescind its order . . . and 
shall report its action thereon to said court within ten 
days from the receipt of such evidence. If the commis- 
sion shall rescind its order complained of, the action 
shall be dismissed ; it if shall alter, modify or amend the 
same, such altered, modified or amended order shall take 
the place of the original order complained of, and judg- 
ment shall be rendered thereon as though made by the 
commission in the first instance. If the original order 
shall not be rescinded or changed by the commission, 
judgment shall be rendered upon such original order.” 

The commission is thus placed in a position where it 
passes on all the testimony offered before the matter 
comes finally before the court for decision. This will 
have the effect of making every utility present to the com- 
mission, in the first instance, all the testimony it has on 
the subject. 

It is impossible for the state to deal with franchises, 
stocks, bonds or other similar matters of a corporation 
that is not a creature of that state. To obviate this dif- 
ficulty, it is provided by the Wisconsin Act of 1907 that 
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“no license, permit or franchise to own, operate, manage 
or control any plant or equipment for the production, 
transmission, delivery or furnishing of heat, light, water 
or power, shall be hereafter granted or transferred ex- 
cept to a corporation duly organized under the laws of the 
State of Wisconsin.” 

It is further provided that every license, permit or 
franchise hereafter granted to any such public utility shall 
have the effect of an indeterminate permit. The term 
“indeterminate permit” is defined “as meaning and em- 
bracing every grant, directly or indirectly, from the 
state to any corporation, company, individual, association, 
or their lessees, trustees or receivers, of the power, right 
or privilege to own, operate, manage or control any plant 
of equipment within the state for the production, trans- 
mission, delivery or furnishing of heat, light, water or 
power, either directly or indirectly to or for the public, 
which shall continue in force until such time as the 
municipality shall exercise its option to purchase, as pro- 
vided by the Act, or until it shall otherwise terminate 
according to law.” 

Every indeterminate permit shall be “subject to the 
provision that the municipality in which the major part 
of its property is situated, may purchase the property of 
such public utility actually used and useful for the con- 
venience of the public at any time, paying therefor just 
compensation, to be determined by the commission, and 
according to the terms and conditions fixed by the com- 
mission”. 

Any public utility, being at the time a corporation 
under the laws of the state of Wisconsin, and operating 
under an existing license, permit or franchise, upon the 
filing at any time prior to the expiration of such license, 
permit or franchise, a written declaration that it surren- 
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ders such license, permit or franchise, shall, by operation 
of law, receive in lieu thereof, an indeterminate permit, 
as provided by the Act. 

So long as a utility furnishes adequate service at rea- 
sonable rates, it should have not only the privilege of 
continuing in business indeterminately, but should also 
continue in business without competition, and the Act 
provides not only that these permits should be indetermi- 
nate, but that no other license, permit or franchise shall 
be granted in any municipality where there is in opera- 
tion, under an indeterminate permit, a public utility en- 
gaged in a similar service, before first securing from the 
commission a declaration, after public hearing, that public 
convenience and necessity require such second public 
utility. 

It is also provided by the Act of 1907 that every public 
utility having conduits, subways, poles, or other equip- 
ment on or over any street or highway, shall, for reason- 
able compensation, to be determined by the commission, 
permit the use of the same by any public utility, whenever 
public convenience and necessity require such use, and the 
same will not result in irreparable injury to the owner 
or other users of said equipment, nor in any substantial 
detriment to the service to be rendered by such owners 
and other users. 

The Act also provides that any public utility may enter 
into any reasonable arrangement with its customers or 
consumers or employees for the division or distribution 
of its surplus profits, or for a sliding scale of charges, or 
any other financial device that may be practicable and 
advantageous to the parties interested. But no such ar- 
rangement or device shall be lawful until it shall be found 
by the commission to be reasonable and just and not 
inconsistent with the provisions of the Act, and shall 
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always be under the supervision and regulation of the 
commission. 

Believing that as much power should be left with the 
municipal councils as possible, it is provided that every 
municipal council shall have power: (1) To determine 
the quality and character of each kind of product or ser- 
vice to be furnished or rendered by any public utility 
within said municipality, and all other terms and condi- 
tions not inconsistent with the Act upon which such 
public utility may be permitted to occupy the streets, 
highways or other public property within such munici- 
pality ; (2) to require of any public utility such additions 
or extensions to its physical plant within said munici- 
pality as shall be reasonable, or necessary, and to desig- 
nate the location and nature thereof and the time within 
which they must be completed; (3) to provide for a pen- 
alty for noncompliance with the provisions of any ordi- 
nance or resolution adopted pursuant to the foregoing 
provision. If, however, the commission, after complaint 
and hearing, shall find any such contract, ordinance, or 
other determination made in pursuance thereof to be 
unreasonable, such contract, ordinance, or other deter- 
mination shall be void. 

These are some of the principal differences between 
the Wisconsin and New York acts. 


Joun H. Gray: It is significant that one of the indus- 
tries now under discussion was the subject of the first 
monograph published by the American Economic Asso- 
ciation, and that the relation of the state to such industries 
was the topic that received most emphasis at the meeting 
called to effect the organization of that Association. 

Less than a decade before the organization of the 
Association, the highest judicial tribunal of the land had 
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recognized the public character of the industries in ques- 
tion, and the consequent right to regulate prices in the 
public interest. The idea that they are affected with a 
public interest has been slow to permeate the minds of the 
promoters and managers of the industries. As a means 
of enforcing this idea on the monopolists, the public, in 
violation of all sound theories, has often used so-called 
competition as a club to bring the companies to time. 
Long after the courts had declared these monopolies of 
a public character, and as such subject to public regula- 
tion, the public, ignorantly, but honestly, attempted to 
maintain the public rights by limiting the length of fran- 
chises. This mistake has, so far, been a great impediment 
in the way of a satisfactory solution of our problem. The 
history of the undertakings under the limited franchise 
theory has been a close parallel to that in the previous 
period during the attempts at competing companies. All 
the world to-day recognizes the futility of competing 
companies. Advanced thinkers are not unanimous, but 
I will venture to predict are moving rapidly toward a 
unanimity of opinion that limited franchises, like com- 
peting companies, are to be justified, if at all, not as a 
means of regulation or as a method of obtaining, directly, 
adequate service on equitable terms, but as a mere club 
or weapon with which to force some sense of restraint, 
justice, and fear into the minds of those recalcitrant 
managers of public service corporations, upon whose 
beclouded intellect it has not yet dawned that they are 
dealing with companies in which the public has very much 
more at stake than the legal owners have. What we want 
is not a franchise limited in time, but one so handled and 
controlled that the future unearned increment goes to the 
public, and so drawn that the public can resume it at any 
time without formal forfeiting of it the moment the 
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company refuses to use it in a manner advantageous to 
the public. Such franchises are granted in the public, 
not the private, interest; the owners tacitly, if not for- 
mally, agree to give service on terms advantageous to 
the public. So soon as a company ceases to be able or 
willing to render the public service on these terms, the 
most that it can properly ask is that it receive compensa- 
tion or repayment for the money actually contributed by 
the shareholders and then get out. In order that the 
companies may receive the benefit of all doubts arising 
from the ambiguity of their legal rights, we are willing 
to give them, in addition to what they have put in, the 
present value of their franchises, if on this basis they will 
fulfil their public duties. But to imply that a company 
should be given a future increment of value on a fran- 
chise, is to destroy at one blow the whole theory that the 
companies are public service companies, and thereby to 
wipe out all basis of controlling charges. For instance, 
to allow a street car company to charge a five-cent fare 
to-day to pay a fair rate of interest on its investment and 
also on the value of its franchise, and to let it continue 
to charge five cents when the city and the traffic have 
increased ten fold, on the ground that the franchise at 
the later date has increased in value till the earnings now 
are required to pay a fair rate of income on the value of 
the property and the franchise, is to reason in a circle. 
For the franchise is at present already capitalized to the 
full limit that the market recognizes any value in it. The 
practical question is of further increase in the value 
of the franchise. The value of the franchise, of course, 
depends on the rates permitted and actually collected. 
Social welfare demands, in the future, rates in all these 
services which will prevent any increase in the value of 
the franchise. The method of doing this is to put a 
value on the tangible property and also on the franchise, 
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worked out on some agreed scheme such as that of 
Dr. H. C. Adams. Then see that rates in the future are 
kept down to a point that will give no surplus above a fair 
rate on this fixed franchise value plus a fair rate on the 
investment in tangible property. 

All in excess of this belongs, under the theory of regu- 
lation, to the users, and should remain in their hand at 
all times through compulsory reduction of rates. 

It is just ten years since I had the honor of reading 
a paper before one of these associations on the subject 
of the Control of Gas Companies. In that paper I main- 
tained that the attempts at regulation before the year 
1897 had reduced the possible profits of the companies, 
but had not given adequate service at proper prices, while 
keeping the economic cost of rendering the service abnor- 
mally high: I further predicted, that “no regulating act 
beneficial to the public can be passed without the consent 
of the gas companies, nor can it be enforced without their 
cooperation”. This was meant as a gentle hint to the pub- 
lic to use various kinds of clubs to drive respect for human 
rights, and some recognition of their own social obliga- 
tions, into the minds of the promoters and managers of 
public service corporations. The world has moved at a 
swift pace, and over vast stretches of the then unexplored 
universe, within the intervening ten years. The more 
intelligent and notably the younger owners and managers 
have seen a great light. Such managers really want and 
are willing now to consent to many things to which they 
were violently opposed even ten years ago. They have 
recognized once for all that it is expedient to make 
formal acknowledgment at least of the public character 
of the industries. But while making such public profes- 
sion, they have been fertile in inventing and causing to 
pass into law, in many instances, schemes of so-called 
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regulation whose chief object was to prevent actual regu- 
lation, and to permit the companies to be run exactly as 
if the public had no interest in them. 

The most powerful single influence tending to make 
the companies willing to submit to real regulation has 
been the agitation for public ownership. The necessary 
and logical inference from the recognition of the monop- 
olistic character and the public interest of the service has 
been the alternative of regulating more effectively private 
ownership, or of passing to public ownership and man- 
agement. It is not too much to say that, among all the 
influences exerted against the companies, the agitation for 
public ownership has been far and away the most power- 
ful. During all this beneficient agitation, the municipal- 
izers have been blissfully ignorant of the fact that, in the 
existing circumstances, the evils against which they are 
striving are quite as sure to crop out in public as in pri- 
vate ownership, unless the public ownership is subject to 
some administrative control by a force apart from the 
city government. The world has, indeed, moved since a 
distinguished president of the American Economic Asso- 
ciation wrote (Hadley, Railroad Transportation, page 
54): “A great many favor limitation of railroad con- 
struction. Whether this can ever be effectively carried 
out is more than questionable. . . . It is not easy to 
introduce a principle so foreign to the general tendency 
of our laws; and it may be questioned whether any ad- 
vantages gained at one point would not be dearly pur- 
chased at another.” 

Let us hope that this will prove the last utterance by 
a man of scientific standing supporting the view that our 
public service industries are private affairs, from which 
the state should withhold its hand. Surely, all agree 
to-day that there can be no control of public services, 
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until the public has the right to prevent unnecessary in- 
vestment. Certainly, the scientific world in the interven- 
ing twenty years has decided that these industries should 
be monopolies. Upon this decision alone rests the right 
to regulate. There can be no such a thing as a fair return 
upon investments in this field if the capital honestly in- 
vested may be raided by so-called competing companies 
at will, thus duplicating the capital by unnecessary in- 
vestment on which a fair return is then claimed in rate 
controversies. 

It marked an epoch in dealing with public service com- 
panies, when the commission on public ownership of the 
National Civic Federation—a commission representing 
every phase of belief, affiliation and interest—declared in 
its final report, with but one dissenting voice, that the 
solution of the problem required that each community 
should have full right and power to take these industries 
into public ownership and management, at any time 
when the public interest could not be otherwise main- 
tained. When the constitutional, statutory, and financial 
authorities for such action are fully established throughout 
the land, the opposition to effective control has no leg left 
on which to stand. The right to purchase by voluntary 
agreement and to operate, and the right to expropriate on 
the part of the public, is the greatest power of control to 
hold the companies to their duties. It is the right to 
compel and to control without limit. The power to take 
the life of a company, and also its property at a fair 
price, is the power to make the company the servant, not 
the master, of the public. Anything short of this, under 
present American conditions, falls short of effectiveness. 
The new Wisconsin law rests on this principle, while the 
New York law is defective at this point. 

May we not justly hope that, after a generation of 






Public Service Commissions—Discussion 295 


warfare in this matter, the year 1907 has ushered us 
into a new era of peace in these industries, in the sense 
that perpetual use of clubs, hammering and warfare—con- 
ditions the burdens of which always fall upon the public, 
and which always raise the economic cost of service—may 
give way to an open, frank, and sincere acknowledgment 
on the part of the owners and promoters of these services 
that the services are public in their nature, and that, 
therefore, they must be adequately controlled by the pub- 
lic. If such prove not to be the case, and that right 
speedily, the undertakings not only will pass over into 
public ownership and management, but human progress 
requires that they should so pass. Let us hope that this 
changed attitude on the part of the companies may come 
and may so pacify the people that the public, whether 
represented at the polls, in the legislature and city coun- 
cil, the executive mansion, or embodied in controlling 
commissions, may lose some of its instinct for warfare, 
blood and destruction, and may be willing to codperate 
with the private interests involved to give the owner of 
the private industry a guarantee of an opportunity to 
earn a fair return, in view of the risk, upon the money 
actually and necessarily invested in these enterprises. 
The most significant attempts at regulation in the last 
generation have been embodied in the interstate com- 
merce acts (acts which have not yet reached the legal age 
of twenty-one years), the railroad commission acts of 
Massachusetts dating from 1869, the Massachusetts Gas 
and Electric Light Commission acts dating from 1885, 
and the more recent commission acts relating to gas in 
New York and the amended railroad commission act of 
Wisconsin. To these ought to be added the National 
Banking act (older than any of those previously named). 
Although this act does not relate to what under our law 
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is a public service, the principle involved is so closely 
assimilated with the principle of the regulation of public 
utilities as to justify the mention of it in this connection. 
No one of these attempts at regulation, varied as they 
have been, has been without great value. Each of them, 
in its own way, has been of vital importance in educating, 
not only the consumer and the investor, but also the legis- 
lators and the managers of the private companies as well. 
If these various efforts be viewed, by and large, they will 
all be recognized as beneficial, and yet they have all fallen 
far short of the results which must be attained before 
regulation can be said to have accomplished its object in 
giving adequate and efficient service at proper rates. 
This is not to say that the legislation in regard to these 
commissions, and the acts of the commissions themselves, 
were not on the whole wise and pointed in the right 
direction. It is simply a recognition of the fact that 
human progress is slow, and that a step of one kind may 
be absolutely necessary as a preliminary before a much 
wider step in the right direction becomes possible. As 
well criticize the steps of a two-year-old child, because 
they are not equal in length and steadiness to the steps 
of a vigorous adult man, as to condemn these commis- 
sions because they have not accomplished what it was 
impossible for them to accomplish under the then existing 
circumstances, although many of those things may prove 
to be possible of accomplishment under the legislation in 
regard to public utilities, enacted by the legislatures in 
Wisconsin and New York in 1907. 

Let us summarize very briefly some of the essentials 
of regulation and then turn our attention to a summary 
comparison of the public utilities act of 1907 for Wiscon- 
sin and New York, to see their relative significance when 
measured alongside of these fundamentals. Before mak- 
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ing the comparison, it ought to be remarked, parenthet- 
ically, that the principles of control of privately owned 
monopoly by a power entirely distinct, not only from the 
owners and managers, but also from the consumers of 
the company, apply with equal force to the regulation of 
publicly owned monopoly. 

First, then, if regulation is to be successful, there must 
be a uniform system of accounts, records, and reports for 
like services in each of the states. This point involves, 
also, actual and frequent public auditing, and a real pub- 
licity not only of the auditing, but of the accounts. This 
implies the acknowledgment, to a greater extent than has 
yet been attained on the part of the owners, that these 
industries are of so public a nature that the public has the 
right to know every detail of the organization, financing, 
and management of the undertakings, to as full an extent 
as it has the right to know in regard to the management 
of the public schools or the health department of a city. 
There is, and there can be, no effective regulation until 
the companies are compelled or induced to act in good 
faith on this principle, and until the controlling organs 
of the state have money enough and experts enough to 
put this principle into effective operation. Nor can the 
idea be made effective in practice until the organ of the 
state which has supervision of these industries has finan- 
cial resources enough, and employs a sufficient number of 
professional accountants and auditors, to keep the facts 
of these industries in an intelligent form before the city 
council, the legislature, and the consuming public. The 
accounts and the results of the auditing must not only be 
public, but they must be published, and actually brought 
before the voting portion of the public in such a manner 
as to enable the laymen to understand and compare them 
for the same company year by year, and also with other 
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companies. Of course, with this degree of publicity, the 
companies must in justice be protected and be permitted 
to protect themselves from competition by trade and 
traffic agreements (subject, of course, to approval by 
public authority and also made public). The rule must 
work both ways. This brings us to the same point again, 
namely, the recognition of the public character of the 
services. 

The Massachusetts commissions already referred to, 
and the Interstate Commerce Commission, have had nom- 
inal power to do a large part of the work of control 
within this field, but, unfortunately, at no time have they 
had the funds, or any expectation of obtaining the funds 
within a reasonable number of years, to employ a suffi- 
ciently large and sufficiently permanent staff, to do this 
work satisfactorily. What is true of the auditing, ac- 
counting, and reporting is equally true of the engineering. 
Real control can never be obtained until the commission 
has constitutional, statutory, and financial power to or- 
ganize, maintain, and direct a more adequate and effective 
engineering force in the field of each industry under the 
control of the commission, than is maintained by the 
largest and strongest company. When the whole world 
knows and understands the conditions of the industries 
through the work of the accountants and the engineers, 
we have made some real approach toward the regulation 
of prices, and we have come nearer to the solution of 
that vexed problem, the taxation of public service cor- 
porations. Here it is that we come to the first great 
technical difference between the public service commis- 
sions of New York and of Wisconsin. 

Under the legislation of 1907, each of these commis- 
sions is nominally given unlimited power to inspect, to 
investigate, and to fix the price of services, within the 
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constitutional requirements, regarding due process of 
law, and just compensation, to be determined by judi- 
cial authority. Almost every provision that ingenuity can 
invent seems to have been inserted in both acts to prevent 
the courts from interfering unduly with the work or 
orders of the commissioners, and to prevent the com- 
panies from using the courts to stay orders of the com- 
mission pending a decision on their legality. The relation 
of the New York commission to the courts seems to be 
somewhat more promising than that of Wisconsin. 

In the matter of rate regulation we have come face to 
face with the fact of capitalization, stock watering, and 
franchise values. As I have so often said in the last 
twenty years, proper consideration of the equities in the 
case of innocent holders and a due respect for the untold 
legions of widows and orphans involved in the contro- 
versy, as well as every consideration of mere expedience, 
requires that the stock watering of the past, so far as it is 
reflected in the market values of securities and in the 
present earnings of companies, and so far as it has been 
recognized as legal up to the present time, should be ac- 
cepted on the ground that both the public and the com- 
panies have responsibilities for existing conditions. But, 
as previously stated, all future increment in the value of 
the franchises should be prevented by rate reductions or 
improvement in the service. The Wisconsin law has 
recognized a principle which heretofore has been but 
little regarded, although it is emphasized in the new Vir- 
ginia constitution and the legislation resting upon it, 
namely, that whatever the specific legal terms or length 
of existing franchises may be, they have but little actual 
value in a growing community. A perpetual franchise to 
operate a street car line over a few miles of line only, in 
a growing city, has no practical value, for the reason 
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that additional franchises become absolutely essential at 
very frequent intervals to the life of the company. The 
state, therefore, finds itself almost everywhere with an 
actual right of amending franchises where no legal right 
exists, for to refuse a great company the powers neces- 
sary to enable it to meet the expanding needs of the com- 
munity, is virtually to abolish the existing franchise, for 
this right to refuse amendments can be used by the legis- 
lature to obtain from the company a waiver of any rights 
considered injurious to the public. This enables the state 
to bring every corporation in all details under the pro- 
visions of an act establishing control according to the 
prevailing idea of justice at the present time. 

The Wisconsin law has provided for this, but the con- 
trol of rates rests on the idea that the owners of the 
enterprises are entitled to charge rates which will give 
them a fair return upon the capital actually and neces- 
sarily invested to render the service. This implies, of 
course, that the capital is not only honestly invested and 
managed, but is managed with a reasonable degree of 
skill and efficiency. 

The sequel will probably prove that the most important 
step yet taken in America, in the field of regulating public 
service corporations, is to be found in the provisions of 
the Wisconsin law compelling the uniform accounting, 
auditing, and publicity, together with the requirement of 
the valuation of the physical assets. This provision for 
valuing the property is not, as the companies seemed to 
believe before the act was passed, an attempt to squeeze 
the existing water out of capitalization, or to destroy the 
value of the existing franchise. It is a mere step, and 
a necessary one, to determine the value of the existing 
property and franchises and to obtain the other necessary 
information without which the right to regulate prices 





Public Service Commissions—Discussion 301 


has no basis in equity, but degenerates into the old idea 
of a club or weapon with which to punish the companies. 
This provision may properly be regarded as an attempt 
to seize the future (not the existing) unearned increment 
on the franchise for the public. It leaves the existing 
value of the concern, including the capitalized value of 
the franchise, in the hands of the present holders. Any 
proposition short of this really destroys the foundation 
for regulating prices, and throws us back on the old idea 
that the companies are really private companies. In fact, 
to shut off the valuation of the physical assets is to hurl 
us back into the era of so-called competition, with all of 
its corruption. But these companies are really public. 
They are logically monopolies. From these two facts it 
follows that they ought to have their prices regulated. 
There can be no just ground, in an age of reason and 
intelligence, for permitting private owners to own, capi- 
talize, and exploit forever the constantly growing value 
of these public franchises. It is the height of folly to 
advocate any rate regulation without a valuation of the 
physical property. It may be in some cases that the 
franchise furnishes the chief item of property, but the 
chief claim to compensation by the private owners must 
rest in the future on their contributions of capital. Until 
the amount of that is determined, of course, it is utterly 
impossible to determine the value of the franchise. For 
the combined value of the two is determined largely by 
the earnings. This total value cannot be analyzed or 
separated into its component parts without valuation of 
the physical property. The forces acting upon the value 
of a franchise are different in origin, direction, and effect 
from those acting on the value of the physical property. 
The one kind of value decreases by time and decay, the 
other increases with every step in human progress. The 
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only justification for allowing any financial return to the 
franchise of a public service company rests on the his- 
torical fact that such companies, before the public knew 
that they were of a public nature, were allowed to charge 
prices for the service which paid what was considered a 
fair return on the capital actually invested, and, in addi- 
tion, furnished the basis for a high value of the franchise. 
Then the companies were permitted to issue capitalization 
against this value, and even to make false declarations 
as to the amount of such earnings, and thereby base ex- 
cessive amounts of their watered capitalization on this 
surplus, and then palm such securities off on the innocent 
investor, the widow and the orphan, from whom protec- 
tion is now claimed. Every element of value, tangible 
and intangible, ought to be taken into consideration in 
fixing the present value, both for taxation and the fixing 
of rates; but, as already indicated, the basis and starting 
point of all valuation for these purposes is the valuation 
of the physical property; without that, no scientific pro- 
gress can be made. 

In the two fundamental requisites of effective regula- 
tion, uniform accounting, together with public auditing, 
and the valuation of the tangible property, the Wisconsin 
law seems immensely superior to that of New York. I 
should say that the most hopeful feature of the New 
York law has nothing to do with the formal powers con- 
ferred upon the commission, but relates rather to the fact 
that, so nearly as may be under a constitutional govern- 
ment, the commission has placed at its service unlimited 
funds with formal authority of so broad and autonomous 
a nature conferred upon the commission, that it may, if 
it pleases, establish uniform accounting, auditing, and 
reporting; organize and maintain whatever staff of en- 
gineers, accountants, librarians, statisticians, and other 
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experts seems necessary, and may, if it chooses, beyond 
doubt, establish a physical valuation of the plants. Until 
the law is changed, that commission seems much less 
likely to be hampered from lack of funds than the Wis- 
consin commission. The practical danger in New York 
is that the commission will be swamped with what seem 
pressing demands upon its time and energies, and will 
involve itself in an untenable position in an attempt to 
prevent stock watering by passing upon petitions for the 
issue of stocks and bonds. Petitions of this sort may 
easily be made to occupy the major portion of the time of 
the commission to the exclusion of more important mat- 
ters. The practical way to prevent stock watering, is to 
value the physical property of the company and fix the 
value of the franchise at the same time. This will check 
stock watering by making it utterly useless. 

All previous attempts at regulation, state and federal, 
have been shipwrecked after accomplishing relatively 
little, by the inadequacy of the appropriations placed at 
their disposal. Let us hope that the reorganized In- 
terstate Commerce Commission of 1906, and the pub- 
lic utilities commissions of New York and Wisconsin, 
will be able, even under the pressure of an impetuous 
and somewhat uneducated public opinion, to accomplish 
such a degree of success as will once and for all con- 
vince the public that all human government, in as com- 
plex affairs as these commissions are required to deal 
with, is a scientific matter, requiring expert knowledge, 
both of a higher degree and also of a much larger mass 
than has heretofore been recognized, and that these can 
be obtained only by large expenditures of money, and 
expenditures, too, on a very much larger scale than the 
public has heretofore deemed necessary. 

In this respect the New York commissions (and nota- 
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bly that of the first district) are much more interesting 
experiments than that in Wisconsin. The problems in 
the first district of New York are, unfortunately, more 
dynamic at present and more consciously pressing for 
solution. Fortunately, the people begin to realize that 
vast sums of money are required for their solution. It is 
an inspiring sight, therefore, to see the resources of that 
district placed so much more largely than in any instance 
heretofore in America at the disposition of the public 
service commission. Every well-wisher of America, and 
every man who has come to realize that unregulated pri- 
vate monopoly in important public service is intolerable 
and unendurable ought to rejoice at the experiments now 
going on both in Wisconsin and New York, and to recog- 
nize them as probably the most important experiments in 
human government yet undertaken in America. Not 
least of all should he rejoice in the high character of the 
commissioners, and in the fact that, coupled with large 
legal powers, these commissions, especially in New York 
(first district), have adequate funds placed at their ser- 
vice to enable them to carry on their work. Let us all 
pray that public sentiment may so far be held in check as 
to give these commissions, substantially on the present 
basis, a considerable number of years to wrestle with this 
problem before their powers are greatly curtailed, or 
possibly destroyed by further and hostile legislation. 
Either law is good enough to bring about marvelous pro- 
gress if only it can be saved from change, or the serious 
fear of change, until it has a chance to show what can be 
done under it. 


Epwarp W. Bemis: From an extended experience in 
representing cities before gas commissions in Massachu- 
setts, New York and other states, I have become thor- 
oughly convinced on the following points: 
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1. It is a good thing for the country to have the 
experience that the New York and Wisconsin public 
service commissions are furnishing. 

2. It would be very unfortunate for most states to 
follow suit in the near future. 

3. One reason for this is the denial of home rule in 
such legislation. It is all right for cities to be restricted 
by state legislation in the length of life of franchise 
grants and in some other respects, but fundamental de- 
cisions should rest with the people without any fear of 
veto by the state commission. 

4. Municipal ownership is sure to be checked by such 
a commission, which invariably is hostile to the movement 
and is inclined to favor existing companies. 

5. The theory of commission control would stand in 
the way of squeezing out franchise values preparatory to 
city purchase save as efforts at regulation or taxation 
might be made. Such efforts, however, are usually much 
restricted by the courts. The far more effective method 
of direct city competition or the threat of it, or indirect 
competition through a holding company as is being so 
successfully tried in Cleveland, would be practically im- 
possible under a commission scheme. 

6. Any attempt at appraisal of physical property is 
almost sure to err against the public and on the side of 
IO per cent. to 30 per cent. of excess above the proper 
amount. 

7. Most states would not secure such good commis- 
sions as New York and Wisconsin, where exceptional 
conditions appear to have favored the appointment of 
unusually public spirited men, independent of corporation 
control. 


GeorcE E. Hooker: It should perhaps be remembered 
that the franchise value spoken of by Prof. Gray, in his 
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chivalric championship of “the widows and orphans,” is 
not only very uncertain and speculative in amount, but is 
often subject to reduction or effacement in certain wholly 
legal ways, so that it may not really be a vested right. 

In the traction settlement ordinances recently adopted 
in Chicago a certain allowance for the value of unexpired 
franchises was made, largely on the basis of the profits 
then being realized from the then existing service and 
fares. That service, however, was bad, the fares charged 
were too high for the service rendered, and Chicago then 
had the power to regulate car fares. The City might 
presumably have reduced the fares, therefore, if it had 
chosen so to do, until it had lessened or perhaps prac- 
tically wiped out profits above the interest charges on the 
actual capital investment. The city had the power thus 
to cut down, if not practically to obliterate, the fran- 
chise values. The criticism provoked by the allowance 
for franchise values in these renewal ordinances was, 
therefore, not without reason. 

Franchise values can also be reduced, or wiped out, 
where the company lacks a monopoly, by the introduction 
of competing lines, especially with lower fares. Cleve- 
land, as I am informed, lacks the power to regulate 
fares, but Cleveland is having a three cent fare company 
build and operate competing lines, and is thus rapidly 
squeezing the water out of the stock of the old company. 
It is wiping out franchise values. 

In so far as franchise values are thus subject to being 
reduced or eliminated by perfectly legal means, their 
recognition as a vested interest would seem therefore to 
be open to question. 

If a definite and certain basis on which to calculate 
franchise values be sought, a basis which shall not be 
subject to possible reduction by the legal methods men- 
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tioned above, it may be that the only basis of that sort 
would be found to be a rate of income merely sufficient 
to secure, under reasonable conditions, the tender of the 
requisite capital by the public for carrying on the street 
railways in question—and in that case franchise values 
would tend toward zero. In other words, franchise 
values are often largely a gamble on the probabilities or 
improbabilities of legal regulation or competition. 


ALLEN R. Foote: I became a member of this Associa- 
tion seventeen years ago this week. Aa that time its an- 
nual meeting was held in the City of Washington. On 
that occasion Professor Henry C. Adams submitted a very 
able paper under the title of “Statistics as a Means of 
Preventing Abuses By Corporations.” 

In the course of a few remarks made on the subject of 
Professor Adam’s paper, I said that I held his paper in 
high esteem because I believed in statistics as a means of 
preventing the abuse of corporations. 

I then said that in my opinion the most valuable ser- 
vice this Association could render to the people at that 
time would be for it to appoint a committee to formulate 
a system of accounts to be kept by all public service cor- 
porations with the purpose of bringing into view every 
economic factor. That such a system should classify 
the items of the accounts into proper divisions under 
appropriate headings and that it should be made certain 
that every item was correctly entered in the division to 
which it was assigned and under its appropriate heading. 

Having such a system of accounts, we could determine 
the direct profit or loss resulting from the ownership and 
operation of any utility and could then intelligently award 
the contract for supplying the service to a public or pri- 
vate corporation—whichever it was shown would produce 
the best economic results for the people. 





308 American Economic Association 


Today, in two or three states, we have public utility 
commissions authorized by law to devise such a system 
of accounts to be kept by all of the public utilities operat- 
ing in the several states, and the Inter-State Commerce 
Commission is authorized to prescribe the system of 
accounts to be used by public service corporations doing 
an inter-state commerce business. 

It is now the duty of this Association to examine the 
system of accounts prescribed by these commissions and 
to see that they are properly devised to bring into view 
every economic factor. When public service corpora- 
tions keep their accounts as prescribed by the commission 
under whose supervision they operate, when their charges 
for services rendered are approved or prescribed by such 
commission and all of their service rules and recommen- 
dations are submitted to the inspection and approval of 
such commission, the time has arrived when this Associa- 
tion should definitely declare that public policy requires 
that no utility shall be transferred from private to public 
ownership excepting it be for clearly defined economic 
reasons. 


M. S. Dupceon: Some of the remarks made by 
speakers who have preceded me indicate that they inter- 
pret the Wisconsin public utilities law as giving to the 
utilities additional rights to appeal to the courts to test 
or set aside rates made by the commission. A careful 
examination of the law will I think show them that they 
are in error. The higher courts both state and federal 
have repeatedly held that the public utilities have the ab- 
solute right under the federal constitution to appeal to 
the courts to set aside a commission-made rate on the 
ground that it is confiscatory. The Wisconsin law under 
these decisions is compelled to recognize and of course 
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does recognize these rights. Recognizing these rights 
the framers have made an evident effort so to limit the 
rights of recourse to the courts as to prevent it from 
being used for dilatory purposes. 

The Wisconsin law makes the commission-made rate as 
binding as it constitutionally can. It declares the commis- 
sion-made rate to be prima facie reasonable and valid, thus 
shifting to the attacking public utility the full burden 
of proving the commission-made rate to be confiscatory. 
This is as far as a statute can go. It will be remembered 
that in a railroad case the supreme court of the United 
States found that a statute of Minnesota which sought 
to make a legislative rate conclusively reasonable and 
valid was unconstitutional in that particular. The Wis- 
consin law also provides that all commission-made rates 
shall go into immediate effect pending an appeal to the 
courts, and forbids an injunctional order injoining the 
operation of the rate except on notice to the commission 
and after full hearing. The law also provides for speedy 
joining of issue in suits brought by the utilities, requires 
speedy trial, and gives suits involving the validity of 
rates priority over all other actions. The law also shuts 
off delayed appeals to the courts by a provision requiring 
all such appeals to be made within ninety days after the 
order of the commission is entered. This is probably 
as short a statute of limitation as would be sustained as 
constitutional. 

Compelled as they were to recognize the right that the 
utilities had to appeal to the court it is evident that it was 
the purpose of the framers of the law not to extend the 
right, but so to limit and regulate the exercise of the 
right as to prevent it from being made an instrument of 
delay. 
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3. Essays in Colonial Finance. By members of the Association. Pp, 303. 1.50 
4. Currency and Banking in the Province of Massachusetts Bay. By A. 
McF. Davis. Part I: Currency. Pp. 464 + 19 photogravure plates. (/x 
cloth $2.00.) 1.75 
VOLUME ITI, 1901 
1. Thirteenth Annual Meeting: Papers on Commercial education (3) ; Eco- 
nomic theory (3); Taxation of quasi-public corporations (2); Porto Rican 
finance; Municipal accounts. Pp, 300. 1.25 
2, Currency and Banking. By A. McF. Davis. Part II: Banking. 
Pp. 341 + 18 photogravure plates. (/ cloth $2.00.) 1.75 
3. Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 1.00 
4. Administration of City Financesin the U.S. By F. R. Clow. Pp. 144. 1.00 


VOLUME III, 1902 


1, Fourteenth Annual Meeting: Papers on International trade (3) ; Industrial 
policy (2); Public finance (2) ; Negro problem ; Arbitration of labor disputes; 
Economic history. Pp. 400. 1.50 

2. The Negro in Africa and America. By Joseph A. Tillinghast. 

Pp. 240. (lm cloth, $1.50.) 1.25 

3. Taxation in New Hampshire. By Maurice H, Robinson. Pp. 232. 1.25 

4. Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. .75 


VOLUME IV, 1908 


1. Fifteenth Annual Meeting: Papers on Trade Unions (4); Railway Regula- 
tions (2); Theory of Wages; Theory of Rent ; Oriental Currency Problem ; 
Economics and Social Progress. Pp. 298. 1.25 

2, Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp.17'. 1.00 

3. History of Contract Labor in the Hawaiian Islands, By Katharine Coman. 
Pp. 74. 75 

4. The Income Tax in the Commonwealths of the United States. By Delos 
O. Kinsman. Pp. 134. 1.00 

VOLUME V, 1904 


Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 
1, PART I—Papers and Discussions on Southern Agricultural and Industrial 
Problems (7); Social Aspects of Economic Law; Relations Between 
Rent and Interest. Pp. 240. 1.00 
Southern Economic Problems—reprinted from part 1. : 50 
Relations Between Rent and Interest. By Frank A. Fetter and others. 
Reprinted from part 1. 50 

2, Part I1—Papers and Discussions on The Management of the Surplus R 
serve; Theory of Loan Credit in Relation to Corporation Economics; State 
Taxation of Interstate Commerce; Trusts; Theory of Social Causation. 1.00 
Theory of Social Causation. By Franklin H. Giddings and others—re- 
printed from part 2. 50 
3. Monopolistic Combinations in the German Coal Industry. By Francis 
Walker. Pp. 340. 1.25 
4. The Influence of Farm Machinery on Production and Labor. By Hadley 
Winfield Quaintance. Pp. 110. 75 
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- VOLUME VI, 1905 


Seventeenth Annual Meeting. Papers and Proceedings published i ined 
1. Part I—Papers and Discussions on the Theory of Money (3); Open §I 
or Closed Shop (4). Pp. 226. 4 
. Part IIl—Papers and Discussions on Government Interference with ] 
trial Combination; Regulation of Railway. Rates; Taxation of Rail 
Preferential Tariffs and Reciprocity (3); Inclosure Movement; Economi 
tory of the United States. Pp. 270. 1 
- The History and Theory of Shipping Subsidies. By R. Meeker, Pp. 230, q 
. History of Labor Legislation in New York. By F. R. Fairchild. Pp: 218) 


VOLUME VII, 1906 F- 
. Eighteenth Annual Meeting: Papers and Discussions on Theory of Dis 
bution; Government Regulation of Railway Rates (2); Municipal O rs 
(2); Labor Disputes (2) ; The Economic Future of the Negro (2).Pp. 35 
. Railroad Rate Control. By H.S. Smalley. Pp. 147. I 
.. On Collective Phenomena and the Scientific Value of Statistical Data 
E..G. F. Gryzanoyski. Pp. 48. § 
Handbook of the Association, 1906. Pp. 48. 4 
. The Taxation of the Gross Receipts of Railways in Wisconsin. By Gig 


Snider; «Rp. 138. 
VOLUME VIII, 1907 Re 
. Nineteenth Annual Meeting: Papers and Discussions on Wages as I 
mined by Arbritration; Round Table Meetings (3); Western Civilization @ 
Birth Rate; Economic History (2); Government Regulation of Insu 
Trusts and "Tariff (3); Child Labor. Pp. 268. 
. Historical Sketch of the Finances and Financial Policy of Ma 
from 1780 to 1905. By C.J. Bullock. Pp. 144. I 
Handbook of the Association, tg07. Pp. 50. vex. 
. The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322, & 
- The Growth of Large Fortunes. By G. P. Watkins, Pp. 170. i 
VOLUME IX, 1908 - 
Handbook of the Association, 1908. Pp. 49. - 2 
. Twentieth Annual Meeting: Papers and Discussions on Economic 
Round Table Meetings (4); Labor Legislation (3); Relation of the Feden 
Treasury to the Money Market (3); Public Service Commissions (2). 
Pp. 31t. 2 
. Chicago Traction. By R. E. Heilman. (In preparation.) a 





The entire Publications, 1886-1907, viz,, first series, new series, Econom 
Studies, and third series, vols. 1-8, twenty-five volumes, in cloth, $82.00. Spe ci 
price to libraries on application. T he supply of complete sets is now below fi 

The price of the Third Series by volumes is the same as that of the first 
ies ; see above. 

Cloth bound volumes will be sent, prepaid, to members, for 75 cents eatll 
exchange for the unbound numbers, returned to the Secretary prepaid, and @ 
good condition. Copies in half morocco are 50 cents per volume more thant 
in cloth. 

Separate subscriptions by non-members, libraries, etc., $4.00 per year. ; 
single monograph may be obtained at the price given above. One-sixth dis 
count to members and subscribers. % 





The American Economic Association, founded, among other purposes, for ii 
encouragement of economic research,” and “the encouragement of perfect & 
dom of economic discussion,” has more than a thousand members, including p 
lic and professional men and most of the leading students of political economy if 
America. Membership dues are three dollars a year. Each member receives a: 
current reports and publications of the Association. G 


Address all orders for publications, applications for membership, and inquiries to the s oa 
SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION, : 


Princeton, N, J. 








